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II  n'avait  pas  besoin  d'espdrer  pour  entre- 
prendre,  ni  de  r^ussir  pour  perseverer. 
(See  "On  Chinese  Currency"  Vol.  I). 


I  cannot  begin  this  second  volume  of  my  work  "On 
Chinese  Currency"  without  devoting  a  few  words  to 
the  memory  of  my  compatriot  Dr.  W.  A.  Roest,  my 
first  collaborator  in  the  work  on  behalf  of  the  Chinese 
Currency  Reform,  who  was  formerly  my  private  secretary 
and  in  November  1912  was  appointed  by  the  Chinese 
Government  as  Monetary  Adviser  in  my  stead.  His 
loyalty,  his  extraordinary  energy,  his  great  gifts  of 
heart  and  head  were  appreciated  not  only  by  me,  but 
his  unimpeachable  sense  of  honour  and  impartiality 
were  also  highly  esteemed  in  a  foreign  country  and 
in  strange  surroundings  and  gained  him  a  large  circle 
of  friends.  On  his  return  journey  to  Peking  he 
became  seriously  ill  in  the  train  and,  to  our  deep 
sorrow,  died  within  twenty-four  hours  of  his  arrival  at 
Mukden,  on  January  10,  19 13.  I  have  lost  in  him 
a  true  friend  and  a  very  able  collaborator,  and  I  believe 
it  is  not  too  much  to  say  that  China  and  the  foreign 
Powers  represented  there  by  financial  bodies,  have  also 
suffered  a  heavy  loss  through  his  death,  which  indeed 
was  proved  by  the  striking  marks  of  sympathy  shown 
at  his  funeral  at  Mukden  on  the  part  of  both  Chinese 
and  foreigners. 

After   his   decease   the   Chinese    Government  again 
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honoured  me  by  requesting  me  to  act  temporarily  as 
their  honorar>'  adviser  and  the  Government,  in  accord- 
ance with  the  views  of  the  Currency  Commission 
uudcr  the  Chairmanship  of  Dr.  Chang  Tsist;  YutN 
held  at  Pckinj^,  requested  me  to  give  my  advice  on 
the  or^jani/aiion  of  the  Hankin>f  System  and  the 
cslaMishiDcnt  of  a  Crntra!   li.in!;   o(  Issitr  in  China. 

I  now  comply  \vi;n  i;us  rr(Jur^l  ;  )•  suiirr.imi'.v;  tins 
book  to  the  Chinese  Government  and  to  the  various 
groups  of  Hanks  with  the  approval  of  whose  Govern- 
ments I  was  proposed  in  191 1  to  the  Chinese  Govern- 
ment as  Monctar)-  Adviser.  True,  the  Bank  of 
China  has  meanwhile  been  founded  and  has  commenced 
upcrations.  This  fact  notwithstanding;.  1  trust  that 
the  advice  contained  in  the  following  pages  will  still 
prove  to  have  a  raisan  (Titrt,  as  the  actual  currency 
reform  has  not  yet  really  been  taken  in  hantl  and  the 
Hank  of  China  has  therefore  not  been  able  to  take 
an  active  |)an  in  such  reform;  and  because,  moreover, 
the  organization  of  the  Hank  of  China  will  prove  to 
rciiuirc  reconsideration  and.  |>ossibly,  revision  on  some 
points.  Now  that  the  very  able  Kaiserlicher  Bank' 
airtctor  Dr.  A.  Arnoi.d.  of  the  German  Stale  Hank, 
has  in  the  meantime  l)cen  appointed  Adviser  to  the 
Chinese  Government,  and  as  I  have  also  had  the 
pleasure  of  discussing  with  Iiim.  Ixrfore  his  departure 
for  Peking,  the  idca.s  expounded  in  this  l>ook.  it  is  my 
ho{)C  that  this  advice  may  still  be  of  some  use 

In  prc{>aring  this  second  volume  I  liave  had  the 
advantage  of  the  collaboration  of  Dr.  W.  DvcKMe£sTF.R 
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who  succeeded  Dr.  Roest  as  my  private  secretary 
for  affairs  relating-  to  the  Chinese  Currency  question. 
I  have  further  to  acknowledge  the  kind  assistance 
extended  to  me  by  Mr.  E.  J.  Labarre,  Acting  British 
Consul  at  Amsterdam,  in  obtaining  a  precise  rendering 
of  the  ideas  in  correct  English,  a  matter  of  considerable 
importance  for  the  proper  understanding  of  the  prin- 
<:iples  laid  down.  I  wish  to  express  my  hearty  thanks 
to  them  for  their  most  efficient  and  highly  appreciated 
co-operation. 

G.  VISSERING. 
Amsterdam,  January  2,   19 14. 


Great  difficulty  was  frequently  ex- 
perienced in  the  course  of  this  work 
in  clearly  distinguishing  between 
different  notions  which  had  to  be 
expressed  by  means  of  one  and  the 
same    term    in    English.  I    have 

attempted  to  solve  this  difficulty  by 
printing  a  genus  with  a  small  letter 
and  a  species  with  a  capital  letter. 
Thus  the  "management"  is  the  way  a 
bank  is  managed  and  the  "Manage- 
ment" the  Board  of  Managers;  the 
"central  bank"  is  used  when  speaking 
of  a  bank  of  issue  in  general  and  the 
"Central  Bank"  (or  only  the  "Bank") 
whenever  the  "Central  Bank  of  China" 
in  particular  is  referred  to. 

G.  V. 


In  my  previous  work  "On  Chinese  Currency",  which 
was  published  in  July  191 2,  I  touched  upon  the 
principal  points  which  are  to  be  kept  in  mind  in  any 
future  reform  of  the  system  of  currency  in  China. 
In  this  volume,  which  will  treat  more  particularly  of 
"The  Banking  Problem"  and  which  is  to  be  considered 
as  a  continuation  of  the  first  volume,  I  shall,  in  order 
to  distino^uish  it,  henceforth  refer  to  the  book  published 
in   191 2  as:   "On  Chinese  Currency  I". 

In  that  book  I  discussed  in  the  first  place  those 
questions  which  immediately  arise  on  the  introduction 
of  a  change  of  the  actual  system  of  currency;  at  the 
same  time  however  I  pointed  out  the  very  close 
connection  between  the  currency  and  banking  systems 
of  a  country,  and  I  emphasized  the  fact  that  a  decision 
to  reform  the  system  of  currency  must  inevitably 
involve  the  adoption  of  general  regulations  for  the 
bank  of  issue,  and  that  moreover  the  selection  of 
a  banking  system  should,  if  we  probe  the  matter, 
really  precede  a  currency  reform,  particularly  as  the 
Central  Bank  to  be  eventually  established  would 
have  to  play  an  important  part  in  the  organization  of 
a  currency  reform.       I  have  therefore  briefly  indicated 


ihc  formation  and  method  of  workintj  of  such 
a  Central  Bank  in  Chip-  ^'^'^'n  -urh  shall  have  been 
cstablishcil  there. 

On  being  a^ain  honoured  by  a  request  from  the 
Chinese  Government  to  assist  it,  in  the  capacity  of 
Honorary  Adviser,  in  its  cffortji  to  reform  the  prevailing 
conditions  in  currency  and  banking,  and  in  accordance 
with  the  sj>ccial  rctjuest  to  draw  up  a  scheme  for  a 
Central  Hank,  I  have  attempted  in  the  following 
pages,  under  the  title  of  "On  Chinese  Currency,  Vol,  II, 
The  Banking  Problem",  to  indicate  the  general  lines 
upon  which,  in  my  opinion,  such  a  central  body, 
particularly  taking  into  consideration  the  conditions 
in  China,  should  be  formed  and  conducted.  In  the 
method  of  treatment  these  pages  follow  as  much  as 
possible  the  lines  of  my  first  volume  "On  Chinese 
Currency"  so  that  I  have  again  limited  myself  to  the 
leatling  principles  and  have  avoided  all  details  as  (ar 
as  (jossible.  The  details  can  be  better  judged  when 
putting  those  leading  principles  into  practice  when 
there  will  have  to  be  faced  the  problems  of  different 
local  conditions  in  such  a  large  country  as  China, 
wiiere  there  are  such  great  racial  differences,  such 
variations  in  the  nature  of  the  countr>*,  and  where  the 
standard  of  living,  local  labour  and  trade  conditions 
of  the  masses  and  even  the  general  characteristics  of  the 
people  are  so  wiilcly  divergent  in  the  various  com|)onent 
parts.  In  applying  those  leading  principles  these 
local   differences   will    have   to  be  taken  into  account. 

In  my  previous  work  I  abstained  entirely  from 
quoting  the  opinion  of  others  because  my  pamphlet 
was   rather   a   collection    of  principles   for   the    use  of 


China,  the  correctness  of  which  I  was  eventually 
prepared  to  prove.  In  this  book  however,  on  questions 
of  principle,  I  have  purposely  quoted  the  opinion 
of  some  of  the  greatest  authorities  in  various  countries, 
in  order  to  show  still  more  clearly  how  men  of 
international  repute  in  economics  have  gradually  come 
to  agree  fully  on  the  various  main  points,  although 
these  generally  accepted  principles  are  still  being 
repeatedly  infringed  in  practice.  As  it  is  not  at 
all  impossible  that  certain  voices  will  be  raised,  not 
only  in  China  but  also  elsewhere,  urging  measures 
contradictory  to  those  principles,  these  verdicts  may 
serve  as  a  serious  warning,  all  the  more  weighty  for 
being  international. 


PART  I. 
GENERAL  REMARKS. 


CHAPTER  I. 
State  or  Private  Bank? 

One  of  the  first  questions  to  be  considered  is  the 
choice  between  the  system  of  a  State  bank  and  a 
private  bank. 

A  bank  of  issue  is  not  to  be  compared  with  a  private 
bank. 

The  bank  of  issue  enjoys  the  special  privilege  of 
issuing  bank-notes  which  are  generally  accepted  as  a 
medium  of  payment,  and  which  in  some  countries  are 
legal  tender  to  any  amount  as,  for  instance,  in  England, 
France,  Germany,  Belgium  and  the  Netherlands.  In 
those  cases  everyone  is  obliged  to  accept  bank-notes 
in  legal  liquidation  of  his  claim. 

The  privilege  of  issuing  bank-notes  is  as  a  rule  granted 
either  to  one  single  institution  (e.  g.  France,  the  Nether- 
lands, Belgium,  Russia,  Sweden  and  Japan)  or  only  to 
very  few.  In  the  latter  case  they  are  mostly  the 
historical  remains  of  a  plurality  of  banks  of  issue 
existing  in  regions  which  were  formerly  separate,  but 
were  later  united  to  one  kingdom  (e.  g.  Germany,  Italy 
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and  also  Great  Briuin).      The  United  Sutes  ofAmerica 

arc  an  exception,  as  the  National  Banks  issuinj^ 

:;oics    in    that    country   already    exceed    7500    in 

number.       (In    1913  there  were  7525  National  Banks). 

Whatever  system  obtains,  cither  tliat  of  one  or  more 
b.mks  of  issue,  the  auihoriiics  liavc  in  every  case 
imposed  certain  rc)^'ulations  upon  the  banks  of  issue 
with  rci^'ard  to  the  issue  ol  notes. 

The  special  privilege  of  the  banks  of  issue  and 
the  great  confidence  to  be  placed  in  the  notes  issued 
have  rcndereil  the  intervention  of  the  Government 
customary,  nay,  even  necessar\. 

This  obligation  of  the  Government  to  |)ay  special 
attention  to  and  to  maintain  a  s{)ecial  supervision  upon 
the  issue  of  bank-notes  by  the  bank  of  issue  has 
convinced  many  that  it  is  preferable  to  place  the  bank 
of  issue  entirely  in  the  hands  of  the  State,  ami  to  exploit 
the  concern  as  a  department  of  State,  in  other  words 
as  a  State  l^ank.  As  a  ground  for  this  opinion  it  is 
urged  that  from  its  special  privilege  the  bank  of  issue 
also  reaps  a  sj>ecial  profit,  and  that  this  cxtraordinar) 
profit  should  therefore  benefit  the  community  in 
general.  The  making  of  money  has  from  ancient 
times  been  considered  as  a  kind  of  dynastic  or  ruler's 
right;  if  therefore  the  State  retains  the  right  of  minting 
coin  and  of  issuing  paper  money,  the  State  could  on 
the  same  grounds  retain  for  itself  the  issue  of  bank- 
notes through  the  medium  of  a  State  banking  concern. 

It  seems  to  me  however  that  this  view  is  very 
one-sided,  and  I  uncondition.illy  agree  with  those  who 
are  convinced  that  the  institution  of  a  Sute  bank  of 
issue  is.  as  a  rule,  greatly  to  be  deprecated. 
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Among  the  chief  requirements  of  a  bank  of  issue 
are  in  the  first  place  :- 

A.  that  the  bank  should  enjoy  the  unbounded  confidence 
of  the  public; 

B.  that   the   bank  should  be  absolutely  independent; 

C.  that  the  bank  should  be  conducted  on  sound 
commercial  lines. 

These  qualities  are  particularly  indispensable  in 
times  of  crisis. 

The  weak  points  of  a  State  bank  are  that  such  an 
institution  :- 

A.  in  periods  of  tension  so  easily  loses  this  confidence. 
History  shows  us  numerous  cases  where  this  confi- 
dence was  shaken,  frequently  not  without  reason; 

B.  is  not  only  completely  dependent  upon  the  State, 
but  is  even  entirely  made  use  of  in  the  interests 
of  the  Government,  or  even  of  those  of  a  single 
political  party  against  the  interests  of  many  others; 

C.  has  bureaucratic  views  instead  of  sane  commercial 
methods,  in  consequence  of  which  the  bank  is 
estranged  from  the  actual  economic  life,  and  may 
even  act  in  conflict  with  it. 

One  of  the  first  essentials  required  for  the  preservation 
of  the  confidence  in  a  bank-note  is  the  maintenance  of 
its  constant  value.  It  is  therefore  necessary  before 
everything  else  that  the  "cover"  for  the  bank-notes 
issued  should  also  have  a  value  which  may  as  far  as 
possible  be  considered  constant. 

The  most  certain  cover  for  a  bank-note  is  therefore 
a  precious  metal  the  price  of  which  is  least  liable  to 
fluctuation. 

Gold    has    for    the    last   forty   years   best   answered 
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thit  requirement.  \  i  ence  practically  all  banks  of  issue 

keep    a    considerable   jK)rtion  of  their  reserve  in  gold 
in  the  form  either  u(  coin  or  bullion. 

A  lank  of  issue  has,  however,  a  double  vocation,  viz., 

1.  to  provide  a  medium  of  circulation  of  constant 
value  in  the  handy  form  of  banknotes  or  book 
credits  which  are  easily  transferred  to  another 
individual : 

2.  to  placr  its  funds,  which  arc  mainly  drawn  from 
thr  national  wealth,  at  the  disposal,  as  &r  as 
jxissibic,  of  the  community  by  advances  in  the 
lorm  of  discounts  of  bills,  and  loans  of  m<»M«\  on 
the  security  of  stocks  and  merchandise. 

In  this  manner  the  bank  of  issue,  which  works 
with  funds  drawn  from  the  community  or  state,  is  in 
its  turn  one  of  the  )^'rcatest  credit-jjivers  of  that 
community. 

In  j^'rantinj^  ere  lit  the  bank  of  issue  must  however 
be  particularly  circumspect,  even  more  so  than  is 
necessary  for  ordinary  banking  concerns.  Whereas  an 
ordinary  linking  institution,  even  the  largest,  always 
works  in  a  limited  district  or  region  —  no  one  is  obliged 
to  come  into  contact  with  an  ordinary  b.mk  against 
his  will,  to  place  his  confidence  in  it  or  grant  it  credit  - 
the  lank  of  issue  works  over  the  entire  countr>'  and 
ever>-  class  of  thr  pofiulalion  comes  into  touch  with 
it  either  directly  or  indirectly.  In  the  long  nin  very 
few  can  refrain  from  using  bank-notes,  and  every  holder 
of  a  bank  note  gives  credit  to  the  lank  of  issue.  Hence 
the  special  precautions  which  are  required  to  warrant 
the  general  confidence  in  the  bank  of  issue  and  to 
maintain  the  s;ime. 
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The  granting  of  credit  must  therefore  not  only  comply 
with  severe  requirements,  but  must  also  be  kept  within 
certain  limits.  The  convertibility  of  the  notes  must 
always  be  assured,  and  a  very  large  reserve  of  metal  or 
other  very  liquid  funds  must  therefore  always  be  kept 
on  hand.  Hence  this  credit  can  only  be  effected  after 
setting  aside  a  certain  amount  of  precious  metal  as 
mentioned  above,  to  enable  the  immediate  payment  or 
issue  of  coin  or  other  liquid  funds  to  be  made  at  any  time 
on  presentation  of  its  bank-notes.  The  latter  is  one  of 
the  most  efficient  means  of  maintaining  the  confidence  of 
the  public  in  the  actual  value  of  the  notes;  hence  the 
fact  that  in  most  cases  the  amount  of  precious  metal, 
with  which  a  bank  of  issue  must  cover  its  issue  of 
notes  is  determined  by  law  and,  consequently,  the 
amount  to  which  such  a  bank  is  authorized  to  employ 
its  funds  for  granting  credit. 

The  laws  on  the  subject  in  the  various  countries  are 
most  divergent.  It  is,  for  instance,  particularly  remark- 
able that  in  France,  the  country  whose  bank  of  issue 
has  on  an  average  the  highest  metal  stock  in  proportion 
to  its  note  issue,  no  minimum  whatever  of  metallic  cover 
is  prescribed.  Nevertheless  it  is  everywhere  a  fixed 
rule,  whether  written  or  not,  that  the  employment  of 
the  available  means  after  a  metal  stock  has  been  set 
aside,  should  be  effected  with  the  utmost  care,  and 
the  bank  of  issue  must  in  this  respect  be  even  more 
fastidious.  These  moneys  put  out  by  the  bank  of 
issue  must  also  be  kept  very  liquid  as  they  act  as 
reserve  for  bank-notes  issued  by  the  bank  to  a  con- 
siderable extent,  frequently  exceeding  50  %.  On  this 
account    all    banks    of   issue    abstain    from    granting 
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advances  without  security,  wliich  ordinar)'  banking 
concerns  are  willingly  prepared  to  do  to  sound  clients 
An  exception  has  however  been  made  of  recent  years 
by  some  banks  of  issue.  In  various  countries  the 
Government  has.  in  consideration  of  the  great  privilege 
granted  to  the  bank  of  issue  of  having  its  notes 
generally  recognized  as  a  medium  of  payment,  hence 
to  a  certain  extent  as  money,  demanded  in  return  an 
advance  to  the  State  uj)on  whicli  no  interest  is  due,  and 
for  which  the  State  is  nut  obliged  to  give  any  other 
security  than  its  own  acknowledgement  of  the  debt. 
In  this  manner  the  Hank  of  France  for  instance,  has 
given  the  State  a  i)ermancnt  loan  of  frs.  i  So.cxx>.ooo ; 
the  Bank  of  England  may  issue  notes  to  the  extent 
of  £  1 1.015.000  without  metallic  reserve,  against  the 
security  of  the  PInglish  National  Debt,  which  amount 
for  more  than  a  century  has  been  entirely  L.ikcn  up 
by  the  State.  In  the  Netherlands  the  State  may 
in  this  manner  take  up  fl.  15.000.000. 

In  all  these  cases  this  arrangement  was  made 
l>ecause,  amongst  other  reasons,  the  State  transferred 
to  the  bank  of  issue  a  portion  of  its  sovereign 
rights  of  issuing  instruments  of  payment.  In  all 
those  countries  however  it  was  at  the  same  time 
considered  that  this  service  demanded  from  the  bank 
by  the  State,  should  l>c  kept  within  strict  limits,  and 
that  the  State  may  not  force  the  bank  to  give  it  more 
credit  on  its  mere  signature,  but  that  the  bank  must 
be  entirely  free  to  refuse  to  grant  any  further  blank 
credit  to  the  State.  In  this  way  the  breach  of  the 
principle  that  the  bank  of  issue  may  not  give  blank 
credit  is  kept  within  such  narrow  limits  in  those  countries, 
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particularly  when  the  funds  possessed  by  the  banks 
themselves  as  their  own  capital  and  reserve  fund  are 
taken  into  consideration,  that  it  may  reasonably  be 
maintained  that  the  bank-notes,  besides  being-  secured 
by  the  metal  stock  laid  aside,  are  further  fully  covered 
by  sound  security.  Nevertheless  it  remains  a  breach 
of  the  principle  prohibiting  the  granting  of  blank  credit, 
and  countries  having  an  excellent  credit  may  indulge 
in  such  a  breach,  provided  it  is  kept  within  narrow 
limits.  Countries   which    do    not   possess   such   an 

unlimited  credit  on  the  market,  will  have  strictly 
to  abstain  from  making  similar  infringements  of  this 
principle. 

This  is  just  one  of  the  leading  qualities  which  favour- 
ably distinguishes  the  bank-note  of  a  good  bank  of 
issue  from  the  so-called  paper  money.  Under  this  term 
is  to  be  understood  a  promise  of  payment  made  on 
paper  issued  by  the  State  for  purposes  of  currency 
as  its  own  acknowledgement  of  debt.  Sometimes  this 
paper  money  is  covered  by  a  separate  counter-value 
as,  for  instance,  in  British  India  and  the  Straits  Settle- 
ments, where  the  Colonial  Government  has  brought 
paper  rupees  and  paper  dollars  into  circulation,  but 
on  the  other  hand  maintains  a  reserve  composed  of 
metal  and  securities.  In  the  Netherlands  the  Govern- 
ment notes  formerly  issued  by  the  State  were  also 
covered  by  a  sum  entered  in  the  National  Register 
of  Debt ;  a  questionable  security  this,  seeing  that  the 
debtor  was  the  same  for  both,  and  that  the  only 
guarantee  of  the  State  lay  in  the  collateral  security 
of  this  amount  of  National  Debt,  which  could  not  be 
issued  for  other  purposes,  as  being  especially  reserved 


a^nst  the  issue  of  currency  notes.  \i\  most  cases 
however  State  |>aper  money  is  issued  without  any 
special  reserve  whatever.  If  this  is  done  as  in  Germany, 
where  such  issue  is  e.\prcssly  Hmitcd  to  the  sum  of 
i20.ooo.oco  Marks,  (which  will  however  be  raised  to 
three  times  that  amount)  brin^'in;^'  paper  money  into 
circulation  need  not  be  considered  serious,  Ixrcause 
the  credit  of  the  German  State  is  larjje  enough  to 
{guarantee  the  value  of  these  notes  at  any  time. 
Nevertheless  even  in  Ciermany,  on  the  occasion  of  the 
recent  inquir)'  into  the  charter  of  the  State  Bank, 
serious  objections  were  raised  on  various  sides  against 
the  issue  of  this  paper  money  as  l)cinj^  in  conHict 
with  sound  financial  policy. 

State  j>aper  money  is  in  bad  repute.  History  offers 
innumerable  instances  of  the  serious  depreciation  of 
State  paper  money,  even  of  its  becoming  totally 
valueless.  I*>ance  provided  sad  examples  in  the  days 
of  John  Law,  and  with  the  assi^^nais  in  the  time  of 
the  great  Revolution;  in  the  same  manner  did  America 
make  its  old  greenbacks  of  the  Civil  War  notorious. 
Austria,  Russia  and  Italy  have  all  had  a  period  when 
State  pa|>er  money  seriously  depreciated  owing  to  exces- 
sive issue.  In  motlern  times  the  .State  of  Nicaragua 
is,  for  instance,  still  a  most  grave  example  of  it;  the 
premium  on  gold,  expressed  in  paper  money,  which 
in  Januar)'  1901  amounted  already  to  395%.  in  con- 
sequence of  excessive  issue  of  paper,  continually  ran 
up  and  in  1911  even  reached  a  100  per  cent,  in  other 
words,  paper  money  had  fallen  to  less  than  5  ^/q  of 
its  nominal  value. 

And    how     nuich    trouble    has    China    not    already 
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experienced  by  the  notes  issued  as  money  by  the 
State  Government  or  Provincial  Governments  becoming- 
valueless?  History  has  so  frequently  and  so  clearly 
shown,  in  all  parts  of  the  world,  how  wrong  the  old 
notion  is  that  the  State  could  make  money  in  unlimited 
quantities  by  the  proclamation  of  laws  which  laid  the 
obligation  on  its  citizens  to  accept  the  State  paper 
money  at  its  full  nominal  value.  The  most  severe 
punishments,  incarceration,  maiming,  banishment  or 
capital  punishment  have  never  been  able  to  prevent 
a  depreciation  in  those  cases  where  the  Government 
of  the  State  itself  sinned  against  sound  economic 
principles  by  attempting  to  press  a  fictitious  value  for  the 
paper  money  upon  its  citizens.  The  recent  excessive 
issue  of  paper  in  Canton  has  again  proved  this.  Severe 
punishment  was  attached  to  the  refusal  to  accept  the 
paper  money  issued  by  the  authorities  at  its  full 
nominal  value.  The  paper  was  apparently  accepted, 
but  the  prices  of  commodities  were  raised  to  such  an 
extent  that  it  clearly  proved  that  the  punishments 
threatened  were  powerless  to  maintain  the  full  pur- 
chasing value  of  depreciated  paper. 

Recent  examples  of  excessive  issue  of  insufficiently 
covered  notes  in  China  besides  Canton  are  those  of 
the  so-called  Provincial  Banks.  In  Appendix  A  at 
the  end  of  this  book  I  annex  some  interesting  inform- 
ation relating  to  the  abuse  of  those  issues,  interesting 
particularly  because  the  Guild  of  the  banking  profession 
itself  called  the  attention  of  the  Chinese  Government 
to  it.         This  example  is  only  one  out  of  many. 

A  circulating  medium  in  the  form  of  a  promise 
to   pay   on   paper,    such   as  the   notes    of  a    bank    of 
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..,v.  .  ;  .^.uic;  jj.i|>cr  money,  only  derives  iis  capacity 
of  remaining;  in  circulation  at  its  face  value  from  the 
belief  of  the  public  that  the  full  counter-value  is 
available,  and  that  therefore  the  possibility  exists, 
indisputably,  of  exchanging  this  jiapcr  if  necessary 
for  the  full  counter-value  on  application  to  those  who 
issue  it.  Whether  this  counter-value  is  in  the  form  of 
precious  metal,  proper  security  in  merchandise,  signa- 
tories to  bills  who  are  fully  reliable  for  the  bill-liabilities, 
or  in  the  form  of  a  so-called  gold  reserve  abroad,  is  a 
matter  of  lesser  importance,  provided  this  counter-value 
is  present  in  some  form  or  other  and  available  when 
necessar)'. 

As  soon  as  the  public  is  no  longer  convinced  of  the 
security,  the  fiduciary  paper  will  inevitably  depreciate 
unless  immediate  exchange  restores  the  public  confidence 
in  the  paper.  This  exchange  is  as  a  rule  possible  for 
well-conducted  banks,  but  this  is  but  loo  frequently 
not  the  case  with  State  paper  money.  The  imme- 
diate result  will  be  that  the  State  pa|>cr  money  will 
depreciate  to  the  level  of  the  national  debt,  indeed, 
even  lower,  seeing  that  paper  money  does  not  even 
bear  interest.  If  State  |)apcr  money  had  then  already 
been  accepted  for  some  time  as  if  it  really  were  equal 
to  money,  it  will  in  such  a  case  immediately  be  clear 
to  the  holders  that  this  pseudo-money  is  nothing  but 
an  acknowledgement  of  debt  by  the  Sute.  and  must 
be  valued  as  such. 

The  bank-notes,  having  thus  an  advantage  over 
State  paper  money,  must  be  protected  against  actions 
which,  in  a  circuitous  manner,  might  cause  them  to 
lose  this  advantage. 
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A  State  bank  Is  exposed  to  this  danger  to  a  serious 
extent.  It  is  just  at  critical  times  that  a  State  bank 
is  so  easily  made  use  of  to  promote  the  interests  of 
the  Government  of  the  moment.  It  may  be  urged  that 
the  interests  of  a  Government  would  naturally  be 
identical  with  those  of  the  people,  but  this  is  not  always 
the  case.  The  Government  may  require  assistance  for 
political  purposes  which  are  not  in  accordance  with 
the  interests  of  the  entire  nation.  The  Government 
cannot  always  properly  judge  of  the  commercial  interests 
of  the  bank,  and  the  interest  of  a  Government  may 
temporarily  even  be  contradictory  to  the  interest  of 
the  nation.  The  latter  case  is  possible  if  a  foreign 
enemy  has  taken  possession  of  the  Government  in  a 
certain  region. 

If  a  Government  requires  money,  it  will  try  to  place 
a  loan  on  the  market.  It  may  easily  happen  that  this 
issue  is  not  successful,  either  because  the  interest 
promised  is  not  attractive  enough  for  the  market  or 
because  the  market  itself  is  at  that  moment  not  in  a 
position  to  absorb  the  loan.  In  such  circumstances 
it  is  certainly  a  temptation  for  the  Government  to 
use  its  power  on  the  State  bank  to  force  the  latter 
to  accept  its  bonds  against  payment  of  an  equal 
amount  in  notes  of  the  bank,  as  the  Government  would 
in  this  manner  obtain  the  immediate  possession  of 
money.  What  are  the  consequences  however  of  such 
an  action  for  the  community  in  general  ?  They  may 
be  very  serious.  Let  us  first  touch  upon  the  question 
of  interest. 

The  bank  is  forced  to  take  up  as  part  of  its  invest- 
ments those  bonds  of  the  Government  which  the  market 
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would  not  absorb  because  ihc  rate  of  interest  was  too 
low.  By  ukin^  up  these  notes  in  at  all  considerable 
amounts  the  funds  of  the  bank  which  arc  still  available 
arc  employed  to  the  extent  of  the  Government  debt 
which  lias  been  taken  up,  and  may  easily  Ix:  so  exhausted 
that  the  Umk  will  be  oblijjed  to  raise  its  bank  rale. 
Hence  all  utiier  iKjrrovvers  from  the  bank  must  pay  a 
higher  rate.  Andyetfuriher,  the  private  banks  j^^enerally 
determine  their  rate  for  moneys  lent  in  a  certain  rela- 
tion to  that  of  the  central  bank.  A  rise  in  the  rate  of 
the  latter  thus  immediately  involves  an  increase  of  the 
interest  due  by  the  debtors  of  all  other  banks.  This  in- 
crease in  the  rale  tlicrcforc  causes  its  j)rcssure  to  be 
felt  all  over  the  country.  A  rise  in  the  rate  standard 
is  as  a  rule  fjllowed  by  a  fall  in  prices,  because  many 
people  are  forceil  to  turn  their  stocks  to  money,  even  at 
some  sacrifice  in  the  price.  The  general  loss  suffered 
both  on  account  of  the  hijrher  rate  throui^hout  the  whole 
countT)'  and  on  account  of  a  possible  tall  in  prices  of 
various  goods,  will  far  exceed  the  comparatively  slight 
advantage  gained  by  the  Government  by  having  forced 
the  .State  Iwink  to  accept  its  bonds  at  a  lower  rate. 
It  is  therefore  obvious  that  the  Ciovernment  would  have 
acted  more  in  the  public  interests  by  paying  a  higher 
rate,  which  would  have  afforded  its  lionds  a  readier 
market,  |>crhaps  even  in  foreign  countries. 

Let  us  now  consider  the  case  that  the  low  rate  ol 
interest  is  not  the  only  obstacle  for  the  market  taking 
up  the  Government  bonds,  but  that  the  market  is  on 
the  whole  unable  to  absorb  tiicm  by  reason  of  lack 
of  available  funtls.  If  in  such  a  case  the  Ciovernment 
should   put    pressure   on   the   bank   to  force  it  to  take 
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up  the  bonds,  the  consequences  would  be  even  more 
serious.  The  State  bank  would  then  be  obliged 
to  take  up  among  its  investments,  which  form  a 
reserve  for  its  bank-notes,  bonds  which  it  could  not 
if  necessary  turn  to  money  at  the  same  price. 
If  this  is  done  with  large  amounts,  the  inevitable 
consequence  will  be  that  the  bank  is  seriously  weakened. 
Suppose  that  the  Government  has  pressed  these  bonds 
in  the  form  of  paper  money  upon  the  population,  then 
such  paper  money  would  have  depreciated  immediately. 
The  notes  of  the  central  bank  would  equally  be 
exposed  to  such  depreciation  if  it  became  known  that 
so  many  bonds,  which  have  intrinsically  not  their  full 
saleable  value,  have  been  deposited  as  so- called  cover 
for  the  bank-notes.  This  will  shake  the  confidence  in 
the  bank-notes  and  when  the  insufficient  cover  becomes 
known,  they  will  also  depreciate  as  if  they  were  State 
paper  money  with  insufficient  cover.  In  any  case  the 
State  paper  which  is  looked  upon  with  suspicion  reaches 
the  public,  although  in  a  roundabout  way.  The  imme- 
diate result  will  be  a  demand  for  metal  from  the  bank, 
which  may  even  be  drawn  out  of  the  country,  and 
thus  still  further  undermine  the  paying  power  of  the 
country.  In  cases  where  a  gold  reserve  abroad 
must  to  a  considerable  extent  take  the  place  of  a 
gold  stock,  this  gold  reserve  will  in  this  manner 
become  exhausted.  History  has  already  shown  us, 
both  in  Spain  and  Russia  where  in  former  times  the 
Government  had  forced  too  many  of  its  own  bonds 
upon  the  Central  Bank,  that  the  bank-notes  were 
proportionately  depreciated. 

Durino-    the    Franco-German    war    of    1 870-1     the 
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Bank  of  France  rendered  the  Government  sijjnal 
service.  The  Bank  could  do  this  because  it  had  always 
maintained  its  independence  of  the  Government.  It 
could  therefore  even  determine  how  far  it  .should  go 
in  advancinj^  money  to  the  Government,  and  the  holders 
of  its  notes  conse(|ucntly  retained  confidence  to  such 
an  extent  that  the  notes  scarcely  depreciated  at  all, 
nolwithstandinj^  the  fact  that  a  cours  ford  had  been 
proclaimed  for  some  months.  When  the  contjuerinj; 
German  army  found  stocks  of  money  belonging  to 
the  Bank  of  IVancc  in  various  towns,  these  stocks 
were  considered  to  be  private  property;  whereas  if 
the  Bank  had  been  a  State  bank  those  stocks  would 
have  been  taken  as  spoils  of  war.  Ciiaki.ks  A,  Conant 
mentions  this  independent  character  ;ind  its  power 
ver>'  clearly  in  the  following  words: 

"The  Bank  of  hVancc  enjoys  the  advantage  of  an 
ownership  and  credit  independent  of  that  of  the 
Government,  in  spite  of  the  close  official  supervision 
which  is  e.xercised  over  it.  This  financial  independence 
proved  as  useful  to  the  country  midst  national  dis- 
asters and  changes  of  Government  in  1870 — i  as 
depen  lence  upon  the  Government  proved  dangerous 
during    the    similar    changes    of    18 14 — 18 15.  1  he 

B  ink  was  able  to  assist  the  Government  by  advances 
when  its  own  arms  were  paralyzed.  Mr  Thikrs 
summed  up  one  of  the  lessons  of  sound  banking 
in  a  sentence:  "The  Bank  saved  us  because  it 
was  not  a  bank  of  State."  (Ciiari.es  A.  Conant 
"A  llistory  of  Modern  P. mlcs  of  Issue"  Page  68, 
Fourth  lidition   1909.) 

The  favoiitablc  example  of  the  independent  Bank  of 
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France  and  the  unfavourable  ones  in  other  countries 
speak  for  themselves,  i) 

Various  countries  have  of  recent  years  been  faced 
with  the  same  problem  as  China  is  now  viz.,  whether 
they  should  select: — 

a.  A  State  bank  as  central  bank  of  issue  or  a  private 
concern  more  or  less  under  the  control  of  the  State, 
the  latter  retaining  however  its  independent  character; 

b.  A  system  of  one  single  central  bank  of  issue  or 
a  plurality  of  banks  of  issue. 

Of  late  years  the  choice  has  always  fallen,  though 
frequently  after  a  considerable  struggle,  on  the  accept- 
ance of  the  principle  of  one  single  bank  of  issue,  a 
private  concern  with  branches  in  all  parts  of  the 
country,   to   the   exclusion   of  the  State   bank  system. 

In  the  United  States  of  America  this  question  is  still 
under  discussion.  The  private  bankers  generally  want 
an  independent  central  bank  system,  and  if  absolutely 
necessary,  divided  among  4  or  5  such  private  central 


^)  In  his  book,  "Die  Banken"  (Leipzig,  Verlag  Heinrich 
HuBNER)  published  as  far  back  as  in  1854,  Otto  Hubner  stated 
very  distinctly  (p.  115)  ,,The  Banks  of  Spain,  Portugal,  England, 
Sweden,  Denmark,  Prussia  and  Austria  became  insolvent  in  con- 
sequence of  the  credit  they  had  granted  to  the  State".  In  1805 
the  Bank  of  France  also  stopped  payment  after  having  given  too 
much  credit  to  the  Government.  The  Bank  of  the  Netherlands 
has,  since  its  establishment  in  April  1814,  never  experienced  any 
difficulty  of  payment  as  from  the  very  beginning  one  of  the 
rigid  principles  of  this  Bank  has  been  to  give  no  blank  credit 
whatever  to  anyone,  not  even  to  the  State.  The  first  and  only 
exception  to  this  rule  was  made  at  the  renewal  of  the  Charter  in 
1904  when  it  was  agreed  that  the  Bank  could  supply  credit  to  the 
Government  to  a  maximum  amount  of  fl.  15.000.000  (as  mentioned 
on  page  14). 
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institutions  only.  Many  of  the  Government  officials 
advocate  a  s|>ccial  governmental  institution,  which  will 
act  through  at  least  1 2  Govcniincnt  banks  scalicrcj 
about  the  country,  called  Federal  Reserve  Banks,  being 
entirely  umlcr  the  control  and  manaijcment  of  the  Slate. 

The  most  imjx>rlant  models  with  a  view  10  the 
problem  in  China  are  undoubtedly  Japan.  Morocco 
and  Switzerland. 

i'hc  Central  Bank  ol  Japan  w;i.s  csublished  in  October 
1882  by  virtue  of  an  Imperial  Ordinance  in  June  of 
the  15th  year  of  Meiji  (18S2).  After  a  careful  investi- 
gation of  the  different  banking  systems,  the  system  of 
the  National  Bank  of  Belgium  w.is  in  the  main 
selected  as  pattern,  while  several  important  regulations 
relating  to  the  power  to  issue  notes  and  the  cal- 
culation of  the  mcuUic  reserve  were  copied  from  those 
of  the  Stale  Bank  of  Germany.  The  Government 
took    a   share    in    the   capital.  The   shares   are    all 

registered  and  may  only  be  owned  by  individuals 
of  Japanese  nationality,  while  their  sale  requires 
the  sanction  of  the  Minister  of  I'inance.  The 
Governor  is  appointed  by  the  Kmpcror  and  the  Vice- 
Go  vernor  by  the  Minister  of  Finance,  both  for  a 
peritxl  of  five  years.  Ihe  Minister  of  I'inance  also 
appoints  a  number  of  directors  selected  from  a  nomi- 
nation list  submilleil  by  the  shareholders,  and  also 
appoints  insj)cctors.  Besides  this  the  Government 
has  the  power,  a  fact  which  is  ceruinly  not  entirely 
(rcc  from  suspicion,  not  only  to  prohibit  all  transactions 
of  the  Bank  which  arc  in  ct>ntravcntion  to  the  sUiutcs, 
but  also  those  which  it  may  consider  to  be  contradictory 
interest   of  the    Sut-  '  <  crtainly    not 
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advisable  for  China  to  copy  this  last  named  principle. 
As  for  the  rest,  the  Central  Bank  of  Japan  is  on  the 
whole  planned  as  a  private  concern. 

By  virtue  of  1' Acte  General  de  la  Conference  d' Alg6- 
ciras  there  was  established  in  1906  the  Banque  d'Etat 
du  Maroc.  Although  the  name  of  State  Bank  was 
given  to  this  institution  it  is  by  no  means  a  State 
concern,  but  has  entirely  the  character  of  a  private 
concern,  though  under  State  control.  The  shares  are 
in  the  hands  of  an  international  group  of  financial 
houses  distributed  among  twelve  countries,  and  France 
appoints  three  delegates,  while  all  other  countries 
concerned  appoint  one  each,  to  form  part  of  the  Conseil 
d' Administration.  The  State  of  Morocco  nominates  a 
High  Commissioner  to  keep  a  supervision  on  its  behalf. 
The  Bank  has  the  exclusive  privilege  of  issuing  notes. 

The  organization  of  the  National  Bank  in  Switzerland 
is  no  less  interesting.  For  many  years  the  question 
was  considered  of  forming  a  monopoly  for  the  issue 
of  notes,  to  be  granted  to  the  Federal  Government, 
who  could  delegate  it  to  a  bank.  It  is  customary 

in  Switzerland  in  the  case  of  such  important  public 
questions  to  take  a  referendum  on  the  subject.  In 
1 89 1  it  was  decided  by  such  a  referendum  that  a 
monopoly  for  the  issue  of  notes  was  desired,  but  no 
definite  decision  could  be  arrived  at  as  to  whether  a 
State  bank  or  a  private  concern  under  State  control 
should  be  established.  Finally,  on  October  6th. 
1905,  a  referendum  with  a  great  majority  again 
decided  to  establish  a  single  private  concern  to  be 
placed  under  control  of  the  State,  to  which  would 
be    transferred    the    exclusive    right   of  issuing  notes. 


2« 

This  issue  of  notes  had  up  lo  that  time  been  effected 
by  the  so-called  Cantonal  Banks,  one  of  whicli  was 
established  in  each  Canton.  Of  the  capital,  which 
was  fixed  at  50.000.000  francs,  2/5 ths.  were  taken  by 
the  Cantons,  i/5th.  by  the  existing  Hanks  of  Issue 
and  2/5ths.  by  the  public.  Only  persons  of  Swiss 
nationality  could  be  shareholders.  The  management 
of  the  lank  was  entrusted  to  a  Bank  Council  composed 
of  40  members  of  which  1 5  were  elected  by  the  meeting;  of 
shareholders  and  25  by  the  l*'edcral  Council  (Bundesrat). 
The  President  and  Vice-President  must  be  appointed 
from  amon;^  the  mem'r)ers  elected  by  the  Bundesrat 
and,  together  with  a  third  member  of  the  council, 
form  the  so-called  Bank  Directorate,  in  whose  hands 
lies  the  actual  management  of  the  business.  The 
members  of  this  Directorate  are  appointed  by  the 
Bundesrat,  from  among  nominees  of  the  Bank  Council, 
though  their  nominations  are  not  binding.  Hence 
although  the  Swiss  National  Bank  is  planned  as  a 
private  concern,  the  Bundesrat  retains  a  great  influence 
oil  the  composition  of  the  Management.  Nevertheless 
it  was  fixed  as  a  firm  princi[>le  in  the  management 
of  the  Bank  that  it  should  only  place  its  credit  at  the 
dispoj^al  of  members  of  the  community,  and  only  by 
way  of  exception  to  the  community  itself.  The  credit 
may  only  be  placed  at  the  disposal  of  the  State  in 
times  of  crisis,  and  may  never  be  employed  in  normal 
circumstances.  In  spite  of  the  strict  control  of  the 
management  of  the  Bank  by  the  State,  the  financial 
interests  of  the  State  on  the  one  hand  and  of  the  Bank 
of  Issue  on  the  other,  arc,  scientifically,  distinctly  diviiled, 
much  more  so  than  is.  for  insUncc,  the  case  in  Japan. 
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It  appears  to  me  that  this  principle  for  the  Swiss 
National  Bank,  which  is  at  the  present  moment  one 
of  the  most  modern  central  bank  institutions,  is  much 
to  be  preferred  and  in  this  respect  is  worthy  of  imitation 
by  China. 

It  is  however  not  sufficient  to  select  between  a  State 
bank  and  a  private  concern  for  the  central  bank. 
After  having  selected  the  latter  system,  care  should  be 
taken  that  this  private  concern  should  never  come  to 
be  under  the  influence  of  the  Government  to  such  an 
extent  that  it  may  by  this  means  still  be  forced  to 
imprudent  acts. 

With  regard  to  this  I  may  be  permitted  to  quote 
the  great  French  writer  and  economist,  Raphael-Georges 
Levy,  because  he  so  clearly  points  out  the  weak  spot, 
that  it  would  be  difficult  to  find  a  more  correct 
exposition  of  those  ideas. 

Mr.  Levy  points  out  the  great  difference  in  the  degree 
of  importance  there  is  between  rendering  services  to 
the  State,  such  as  acting  as  agent  for  the  Treasury, 
and  lending  money  to  the  State  :- 

"One  must,  however,  take  care  not  to  confuse  this 
kind  of  service  with  that  demanded  by  the  Government 
when  applying  for  advances,  and  not  forget  that  the 
principal  difference  between  the  banks  of  issue  esta- 
bhshed  on  a  sound  basis  and  those  built  on  treacherous 
ground,  is  in  the  state  of  their  accounts  with  the  Ministry 
of  Finance.  As  soon  as  the  latter  becomes  the  bank's 
debtor,  no  anxiety  may  be  considered  exaggerated, 
and  it  is  the  more  justified  in  proportion  as  the  debt 
increases,     p.  576. 

"All  the  ailments  the  banks  of  issue  suffer  from,  or 
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rather  all  those  they  inflict  upon  the  community  gcneraJly 
in  various  countries  on  account  of  the  depreciation  of 
their  {>apcr.  are  due  to  one  cause  only,  viz.,  the  abuse 
of  ihrir  sijjn.itMrr  by  the  (iovcrnmcnt  in  order  to  obtain 
fun<i  1  iiind.imcntal  truth  which  governs 

the  rniirc  <jiicstiuji  ul  !>anks  of  issue  an<l  which  must 
never  be  lost  si;jht  «>f  when  it  is  a  rjurstion  of  choosing 
a  system  for  their  orvcanization.  iiistor>'  has  in  all 
cases  without  rxcrplion.  contuiivd  the  tcachinj^s  of 
theory  in  this  respect.  (iovcrnmenls.  not  jjrasping, 
or  feijjninjj  ignorance  with  regard  to  the  true  nature 
of  the  l>ank-notc.  have  dar<:d  in  main  countries  and 
during  more  or  less  lengthy  |K:riotK,  to  make  their 
budgets  balance  by  means  of  the  issue  of  paper  money,  in 
other  words  with  f>a[)er  which,  by  law.  must  "  ted 

by  ever)'  one  as  money,  and  as  such  not  ;  :    il»!e 

in  specie.  Governments  sometimes  issued  such  {)aper 
themsrlves  but  more  fre^pienlly  siill  caused  it  to  be 
issued  by  the  Ixink  cntrustnl  with  the  regulating  of 
the  circulation  and  which,  from  the  instant  that  the 
Treasure  *     i  to  it  for  funds,  ceased  to  work  under 

normal  is.         As  a  matter  of  fact  the  amount 

of  fiduciary  currency  was  no  longer  regulated  in  pro- 
portion to  'he  legitimate  U'cds  of  trade,  but  to  those 
of  the  Trcasur)'  wiiich  in  most  cases  did  not  furnish 
a  guarantee  capable  of  l)cing  converted  into  hard 
cash  in  exchange  for  the  crrdit  afA>rdcd,  nor  tlid  it 
make  any  promise  as  to  thedate  of  rc|>aymcnt.  From 
that  moment  onwards  the  ciradation  was  tainted  by 
the  »>f   notes   only  sccuret!  by  a  promise  of 

the  vcr  and  above  the  notes  created   u|>on  a 

legitimate  demand,  ami  as  there  wat  no  possibility  of 
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distinguishing  the  one  kind  from  the  other,  the  entire 
mass    of   paper    money    suffered    equal    depreciation. 

PP-  584-5- 

"We  must  not  forget  that  the  notes  issued  by  a  bank 
of  issue  in  virtue  of  a  claim  upon  the  Treasury,  are 
nothing  else  than  paper  money,  p,  581. 

"It  is  indeed  of  rare  occurrence  that  the  banks  of 
issue  insist  on  a  cours  force  for  their  notes  except 
in  those  cases  when  the  Government  demands  their 
aid.  Moreover  at  such  times  it  is  not  the  bank 
which  asks  for  this  exceptional  measure,  but  the  State 
which  decrees  it  as  a  compensation  for  the  duties 
imposed  by  it  upon  the  bank  whose  resources  and 
credit,  to  a  smaller  or  greater  extent,  it  has  absorbed 
to  its  own  profit. 

"In  normal  circumstances  the  notes  represent  com- 
mercial debts  at  short  periods,  payable  in  specie,  and 
consequently  flowing  into  the  funds  of  the  issuing 
office  and  keeping  them  sufficiently  replenished  to 
enable  it  in  turn  to  reimburse  the  bearers  of  notes 
who  desire  cash  in  their  stead.  When  the  guarantee 
consists  of  Treasury  bonds  due  at  a  more  or  less 
distant  date,  and  which  are  being  indefinitely  renewed, 
the  public  loses  confidence  and  the  paper  a  fraction 
of  its  value  when  compared  with  metal.  This  loss 
increases  in  ratio  of  the  amount  of  the  additional 
circulation  induced  by  fiscal  requirements  and  in  pro- 
portion to  the  length  of  time  during  which  such  excess 
lasts."  pp.  585-6. 

{Revue  des  Deux  Mo7ides^  April  191 1, 

Raphael-Georges  Levy;   "La  Banque  de  France".) 


The  Central  liank  ut  .-•p.im  is  m  this  respect  a  most 
insinictivc  example.  By  a  law  of  July  i4ih.  1891  it 
was  stipulated  that  the  notes  of  the  Bank  and  further 
liabilities  |ayable  on  demand  should  be  covered  by  a 
metallic  stock  of  not  less  than  one-third  (of  which  one 
hali  is  to  l>c  in  gold)  and  advances  un  approved  security 
and  bills  with  a  maximum  period  of  90  days.  It  was 
however  at  the  same  time  ordained  that  the  4^;^,  National 
Debt  and  other  National  Debt  Bonds  and  the  Treasury 
!k>nds  would  be  placed  on  the  same  footing  as  the 
aforesaid  cover.  In  this  manner  the  Government 
forced  the  Bank  of  Spain  to  give  large  advances  on 
Trcasur)-  Bonds.  From  the  year  1S95  we  find  that 
the  issue  of  notes  rose  from  994  million  pesetas  with 
a  discount  portfolio  of  217  million  pesetas  and  a  metallic 
stuck  of  507  million  pesetas  to  a  note  issue  of  1444 
million  pesetas  with  a  portfolio  of  1241  pesetas  and  a 
metallic  stock  of  542  million  pesetas  in  1H98 :  the  increase 
of  the  fKjrtfolio  consisted  preponderantly  of  Treasury 
Bills  for  which  the  Government  had  demanded  notes. 
In  connection  with  this  the  disagio  of  the  pesetas  as 
compared  with  thr  I'rench  franc  rose  from  114%  to 
MO^/o»  '"  other  words,  the  notes,  in  consequence  of 
the  excessive  discounting  of  Treasur)*  Bills  and  a  too 
large  issue  of  banknotes,  lost  about  one-third  of  their 
nominal  value  and  causeil  the  gold  premium  of  the  franc 
in  relation  to  the  pesetas  to  rise  26  o/^.  Hence  the 
purchasing  power  of  the  pesetas  decreased  very  much, 
greatly  to  the  general  loss,  on  account  f)f  the  excessive 
demands  ol  the  Treasury.  When  Liter  on  this  fact 
was  understood  and  the  amount  of  Treasur)*  Bills  in 
{lortfolio  was  reduced  to  a  small  figure  and  the  metallic 
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stock  largely  increased,  the  value  of  the  pesetas  rose 
and  the  disagio  gradually  disappeared  until  in  1 910  it 
was  only  7  O/q. 

The  example  of  Spain  is  one  of  many  showing  the 
disastrous  consequences  of  undue  pressure  by  the  State 
on  a  bank  of  issue.  This  is  expressed  very  clearly 
by  M.  Paul  Leroy — Beaulieu,  as  follows: 

"A  country  soon  recovers  from  the  effects  of  the 
errors  committed  by  the  private  banks,  for  excessive 
issue  on  their  part,  if  it  occurs,  cannot  sensibly  affect 
the  rate  of  exchange  for  long.  On  the  other  hand 
the  errors  of  State  banks,  or  of  those  closely  connected 
with  the  State,  committed  at  the  instigation,  under  the 
pressure,  and  for  the  requirements  of  the  Government, 
have  a  far  greater  and  more  lasting  influence.  They 
throw  the  country  into  complete  disorder  for  many 
years  in  succession". 

If,  therefore  the  more  correct  principle  viz.,  the 
avoidance  of  a  State  bank,  has  once  been  selected, 
one  must  take  care  that  the  influence  of  the  State  on 
a  private  central  bank  shall  be  limited  to  general 
supervision  and  may  never  degenerate  to  making  use  of 
its  power  over  the  bank  to  promote  its  own  interests. 


CHAPTER  II. 
One  or  more  banks  of  issue? 

No  less  important  is  the  struggle  carried  on  in  various 
countries  on  the  question  of  having  a  plurality  of  banks 
of  issue  or  a  monopoly  to  one   single   concern.         In 
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Euro|>c  and  jafKin  this  stru>;^Ic  may  l>€  considered 
at  havini;  l)ccn  decided  absolutely  in  the  favour  of 
a  single  central  concern.  In  some  countries,  such 
as  for  instance  Great  Britain.  Germany  and  Italy, 
there  arc  more  than  one  institution  acting  as  banks 
of  issue,  but  this  state  can  only  l>c  explained  on 
historical  ^i^rounds  and  even  in  those  countries  the 
system  of  one  sin){le  l>ank  is  recognized  as  the  best. 
The  system  of  the  Bank  of  Knj^land.  as  it  is  now 
practised,  was  hxcd  by  the  iiank  Act  of  1844  by 
Sir  KoHKAT  p£EL.  No  le&s  than  379  banking  concerns 
in  Hngland  formerly  issued  l>ank-nolcs.  Not  counting 
the  Hank  of  England  there  arc  but  few  of  these 
institutions  now  remaining  and  these  niay  not  issue 
their  l>anknotes  within  30  miles  from  London. 

Before  1875.  in  which  year  the  State  Bank  of  Germany 
was  established,  there  were  32  banks  issuing  their 
own  Uinknotes  in  (iermany,  and  this  numt>er  has 
now.  besides  the  Suite  Bank  of  Germany,  been  reduced 
to  three,  which  are  the  Saxon,  the  Wurtcmlierg  and 
the  Bavarian   Banks. 

Previous  to  1893  there  existed  6  banks  in  Italy 
having  the  privilege  of  issuing  notes.  This  number 

has  now  l>een  reduced  to  three,  viz.,  the  Banca 
d'  Italia,  the  Banco  di  Napoli  and  the  Banco  di 
Sicilta.  Japan,  in  1 87 2.  commenced  to  revise  iu  lianking 
systrm  entirely  an<l  then  a'lopied  the  .American  system 
of  a  large  number  of  national  l>anks  each  issuing 
its  own  notes.  In  1883  Japan,  after  a  careful  in- 
vestigation, tli^canlrd  that  system  and  adopted  that 
of  a  single  central  bank.  In  Sweden,  up  to  1900. 
there  were  no  less  than  37  banks  having  the  right  of 
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issuing  notes,  but  since  Jan.  i,  1904,  the  Bank  of 
Sweden  alone  has  this  privilege.  The  most  recent 
example  is  to  be  found  in  Switzerland,  whose  system 
I  have  explained  in  detail  above.  The  system  of 
one  single  central  bank  has  been  applied  in  France 
since  1848,  in  Belgium  since  1850,  in  the  Netherlands 
since   1814  and  in  Java  since   1828. 

The  great  advantage  in  practice  of  a  single  central 
body  over  a  plurality  lies  in  the  extraordinary  power 
which  that  one  institution  can  develop  with  regard 
to  the  collection  at  one  central  point  of  the  available 
medium  of  circulation  of  the  nation  and  in  resfulating- 
the  standard  rate  and  the  credit  system  on  a  uniform 
footing  throughout  the  entire  country.  Wherever 
the  single  bank  system  is  established,  even  in  those 
countries  where  a  few  other  banks  of  issue  still 
exist  but  one  body  is  nevertheless  generally  regarded 
as  being  pre-eminently  the  central  institution,  (England, 
Germany  and  Italy)  this  central  institution  was  able, 
in  times  of  tension  and  crisis,  to  afford  an  extraordinary 
amount  of  support  to  commerce  and  industry,  and  also 
materially  to  assist  the  other  banks  in  the  country  to 
a    considerable    extent.  Hence   in  these    countries 

those  excessive  fluctuations  in  the  rates  do  not  occur 
as  in  countries  without  a  similar  central  institution. 
During  the  1907  crisis  in  America  the  rate  for  loans 
sprang  from  day  to  day  to  a  figure  of  125  %  per  annum. 
During  the  same  period  the  bank  rate  of  the  Banks 
of  Issue  in  Europe  did  not  exceed  7V2  %  (^^^^  State 
Bank  of  Germany). 

Most  significant  are  the  opinions  of  leading  financiers 
in    countries    with    a   central   banking   corporation,   in 


praise  »»I  mis  sysicni  as  compared  wiui  inc  serious 
complainu.  also  from  lcadii)>;  tiiiancial  circles,  rcj^anling 
the  defects  and  imperfections  of  a  system  comprising 
a  plurality  of  banks  as.  for  instance,  in  America  where 
(here  are  more  than  7500  different  National  Hanks 
having  the  right  of  issuing  their  own  notes,  although 
under  certain  restrictions  laid  down  by  the  Slate. 
1  shall  here  <juolc  .1  few  of  the  most  striking;  verdicts 
in  both  directions 

In  the  highly  sn^^y^'rsuv*-  Inl*  rvuws  on  me  iiankm); 
and  Currency  Systems  '  hcKl  by  the  American  National 
MoneLir)'  Commission  under  the  direction  of  the 
Hon.  Nkls<»n  \V'..\i.uricii,  the  following;  opinions  appear. 

Sir  Fkiix  Schustkk,  Bart.,  Ciovernor  of  ihc  I'nion  of 
London  and  Smith's  Bank  Ltd.,  stated  that  one  of  the 
(>oints  of  ijreat  significance  with  regard  to  a  central 
institution  in  a  critical  period  was  that  "The  Bank 
of  England  is  the  central  reservoir  of  the  whole  banking 
system  of  the  Tnited  Kinvjdom".  "Practically,  they 
have  the  whole  control  of  the  mo:ic\'  marlcrt  in  their 
hands"  (p.  49). 

The  same  was  s;iKi  in  Ir.mcc  of  ihc  Hank  ot  i-r.mce 
by  all  the  bankers  interviewed. 

Of  Germany,  Mr.  Paul  Mankikwitz,  Director,  and 
Mr.  A.  Bi.i.sziG.  .Alternate  of  the  Deutsche  Bank,  slate 
(pp.  374  ct  sc<j.):  "The  great  strength  of  our  financial 
system  in  Germany  is  the  keichsbank".  'Our  strength 
is  in  our  K*  \..       It  has  at  present  aUiut  87  o/^ 

gold  and  n\  luist  its   circulation  of  Uinknotes. 

In  the  vaults  oi  other  private  banks  there  is  not  much 
money". 

Of    luly    Comm.    TtTO    Canovai,   Chief  Secretary 
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General  of  the  Bank  of  Italy  (page  519)  says:  "A 
single  bank  forms  the  strength  of  a  country". 

In  certain  cases  where  other  banks  had  or  have  still 
the  right  of  issuing  notes  besides  the  central  institution, 
several  of  them  have  already  voluntarily  relinquished 
the  privilege  and  it  is  expected  that  others  will  probably 
shortly  follow  the  example.  On  this  point  compare 
the  statement  made  by  Mr.  Charles  Gow,  General 
Manager  of  the  London  Joint  Stock  Bank  Ltd.,  in  the 
same  interviews  (p.  89)  that  the  National  Provincial 
Bank  of  England  "was  a  provincial  bank  doing  no 
banking  business  in  London  and  having  a  very  large 
note  circulation".  "It  paid  the  National   Provincial 

Bank  to  come  to  London  and  open  an  office  and  do 
a  regular  business  and  give  up  the  whole  of  that 
issue  of  notes  because  of  the  law  which  does  not 
allow  a  bank  having  a  head  office  banking  in  London 
to  issue  notes". 

On  page  389  the  aforementioned  Directors  of  the 
Deutsche  Bank  state  that  the  other  banks  which  are 
still  issuing  notes  "have  seriously  considered  giving  up 
the  issue  of  notes,  because  of  the  severe  restrictions 
put  upon  them  in  other  ways". 

Mr.  Schuster  and  Mr.  Nathan,  Directors  of  the 
Dresdner  Bank  express  themselves  to  the  same  effect 
on  p.  410.  When  asked  whether  there  was  any 
suggestion  of  giving  to  any  other  bank  excei)t  the 
Reichsbank  the  right  of  note  issue,  they  replied  "No, 
on  the  contrary,  the  remaining  banks  of  issue  will 
from  time  to  time  relinquish  that  right,  as  many  banks 
have  already  done". 

As    to    Scotland,     Mr.     Adam    Tait,    Cashier    and 


i»cncr.ii  .M.ip..ij^f:r  ul  ihc  K^yai  o.in..  .»t  .^<  «jti.i  .n  M.iics 
thai  the  profit  on  issuing  notes,  if  any,  is  ncglij^'iblc 
(p.  13J).  Sir  Georgk  Andiirsok.  General  Manager 
of  the  Bank  of  Scotland  also  states  (p.  148)  that  the 
profit  derived  from  the  total  issue  is  small. 

On  the  other  hand,  the  complaints  made  by  practical 
men  of  the  ^rcat  disadvantajjcs  ol  a  plurality  of  lianks 
of  issue  wherever  such  plurality  still  exists  to  a  large 
extent,  are  most  instructive.  No  better  witnesses 
could  be  had  than  American  financiers  as  they  have 
(>l«.crved     all    its    drawbacks.  We    shall    therefore 

leave  the  word  to  them  lor  a  moment.  May  China 
be  able  to  make  j^ood  use  of  all  these  opinions. 

■We  apprt>achcd  these  months  with  a  l)ankin>j  and 
currency  situation  in  which  any  withdrawal  of  money 
from  the  bankin^^'  centers,  even  such  a  withdrawal  as 
comes  with  the  ordinary  le^^itimate  demands  for  the 
crop  movement,  meant,  because  of  a  bad  banking  and 
currency  system,  a  withdrawal  of  reserves  from  the 
banks.  We  approached  these  tr)  inyj  months  with  a 
currency  system  which  had  in  it  no  expansive  element. 
If  more  circulation  were  to  be  needed,  there  were  only 
thrrc  places  it  could  come  from.  It  mijjht  come  from 
abroad  in  the  shape  of  gold  imports,  it  might  come 
frtjm  the  treasury  in  the  form  of  adtlitional  public 
dc^^osits.  or  failing  a  sufficient  supply  frum  these  two 
sources,  it  must  come  from  the  reserves  of  the  I  tanks. 

"We  have  l)ccn  preaching  aliout  the  necessity  for  an 
expansive  currency  for  years.  We  have  now  had 
an  illustration  of  the  need  of  it.  an  illustration  of  the 
danger  whirh  we  run  to  l>c  without  it.  which  is  going 
to    go  farther  to  convince  the  people  that  wc  require 
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legislation,  than  have  all  the  meetings  and  all  the 
addresses  which  have  been  made  on  this  subject  in  a 
great  many  years".  (p.  4)  Lessons  of  the  Financial 
Crisis.  The  Panic  as  a  World  Phenomenon,  Frank 
A.  Vanderlip,  Vice-President  National  City  Bank, 
New  York.  The  Annals  of  The  American  Academy 
of  Political  and  Social  Science.  Vol.  XXXI,  No.  2, 
March   1908. 

"The  hoarding,  indeed,  was  not  confined  to  the 
people  altogether.  It  soon  extended  to  the  banks 
themselves,  and  has  finally  become  one  of  the  most 
important  features  of  the  situation.  This  hoarding  of 
money  in  excess  of  their  normal  reserve  requirements, 
by  the  banks,  is  one  of  the  phenomena  that  will  deserve 
close  attention",    (idem  p.   5) 

"One  of  the  valuable  lessons  which  we  have  learned 
from  this  financial  disturbance  is  the  interdependence 
of  financial  centres  upon  one  another.  New  York 
had  shown  evidences  of  the  approaching  crisis  for 
several  months.  There  had  been  disturbances  in 
the  stock  market,  high  rates  for  money,  low  reserves 
and  other  indications  of  a  possible  period  of  strain, 
but  the  great  West  and  South,  with  seven  billions  of 
agricultural  products,  said,  "We  are  independent.  We 
have  divorced  ourselves  from  the  people  of  Wall 
Street.  They  may  have  their  troubles.  We  are 
strong  enough  to  take  care  of  ourselves". 

London,  Berlin  and  Paris  did  not  feel  the  same 
financial  independence  that  was  felt  by  Oskaloosa 
and  Podunk.  Oskaloosa  and  Podunk  believed  that 
the  wheels  of  prosperity  would  continue  to  turn  tor 
them  with  unabated  speed  regardless  of  what  happened 


to  New  York.  London,  Berlin  and  Paris  were  deeply 
concerned  over  the  situation  as  it  was  reflected  in 
Wall  Street.  Now  the  whole  country  has  come  to  sec 

that  there  is  no  such  thinj;  as  I'mancial  independence. 
It  took  hardly  twenty-four  hours  from  the  disturb.ince 
resulting  in  clearing-house  certificates  in  New  York 
for    the   difficulties   to  hecomc  national.  The  West 

ami  the  South,  rich  and  indej>cndcnt  as  they  arc. 
can  now  sec  more  clearly  that  the  whole  counlr\'s 
welfare  is  pretty  much  bound  toi^cthcr  in  a  financial 
way",  (idem  pp.  6-7). 

"The  first  argument  for  a  central  bank  is  thai  such 
an  institution,  organized  into,  and  matic  a  part  of, 
our  national  l)anking  system,  is  needed  to  complete 
the  latter,  and  all  the  mon;  needed  if  imf)ortant  new 
powcr^i  as  to  currency  issues  arc  to  1)C  conferred 
upon  the  individual  banks.  The  defects  and 
we  ikncss  of  the  national  system  to-day  are  due  to  the 
isolation  of,  and  lack  of  cohesion  among,  the  great 
number    of  scattered    units.  The    recent   crisis  has 

furnished    ample    demonstration    of  this.  As  a  rule 

throughout  the  interior  the  banks  had  their  usual 
supply  of  currency,  but  they  restricted  payments 
of  cash,  to  the  serious  injur)'  of  business,  not  .so 
much  from  fear  that  money  would  be  hoarded  by 
the  public,  as  from  fear  that  it  would  not  find  its 
way  l)ack  to  th'*  identical  binks  that  paid  it  freely. 
I-'or  example,  a  bank  which  had  the  account  of  a 
railroad  company  might  decline  to  supply  money  for 
its  pay  rolls.  l>ccausr  the  large  sum  thus  taken  from 
it  would  be  Hcattere  1  along  a  thousand  miles  of  line. 
and  although  it  might  replenish  the  reserves  of  other 
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banks,  there  was  no  probability  that  any  would  come 
back  to  the  original  source.  In  like  manner  the 
absence  of  leadership  and  of  common  policy  in  the 
granting  of  credits  resulted  in  a  more  precipitous 
contraction  of  these  than  was  necessary.  If  contraction 
and  liquidation  are  to  be  the  order  of  things,  everybody 
understands  that  there  are  certain  advantages  in 
being  among  the  first  to  act,  and  so  a  crisis  is 
accentuated  by  a  disorganized  scramble  to  force 
collections  just  when  the  interests  of  the  country 
require  judicious  liberality  in  the  matter  of  credits. 
If  our  banking  system  had  at  its  head  a  strong 
institution,  conservatively  managed,  and  able  to  support 
any  critical  situation,  it  would  practically  make  the 
policy  of  the  whole  system  at  such  a  time,  for  the 
individual  banks  would  not  feel  that  they  stood 
isolated  and  alone  and  compelled  to  think  only  of 
self-preservation",  (idem  pp.  46-7).  The  Need  of 
a  Central  Bank,  Hon.  George  E.  Roberts,  President 
Commercial  National   Bank,  Chicago. 

"One  of  the  features  in  which  our  banking  system 
compares  unfavorably  with  those  of  foreign  countries 
is  in  the  control  of  the  interest  rate.  The  natural 
and  proper  corrective  of  a  tendency  to  over-expansion 
is  a  rising  interest  rate.  It  exercises  a  repressive 
influence,  the  pressure  gradually  increasing  as  the 
demand  for  credit  enlarges,  until  the  rate  becomes 
hieh  enough  to  curtail  expansion.  Some  borrowers 
who  want  accommodations  at  five  per  cent  will  reduce 
their  requirements  when  the  rate  reaches  six,  and 
some  who  will  see  a  profit  in  using  money  at  six, 
will    drop    out  when  the  rate  reaches  seven.         It  is 


better  to  stop  a  runaway  horse  by  heading  him  up  a 
hill  than  by  running  him  into  a  stone  wall.  Id  the 
one  case  he  will  ^ct  dihcouraj^cd  and  slow  down. 
while  in  the  other  there  will  be  a  smash-up.  Under 
tl»c  cotnpclilivc  conditions  which  govern  the  banking 
business  in  the  Unitcvl  States,  the  banks  are  accustomed 
to  lend  money  to  their  ilepositors  at  practically  uniform 
rates  as  long  as  they  can  make  loans  at  all,  and 
then  abruptly  shut  down  entirely.  This  is  the 
smash-up  policy.  With  a  gradually  rising  rate  the 
business  man  will  hold  in  check  any  inclination  to 
enlarge  his  liabilities  and  make  an  ettort  to  reduce 
them,    and   he    will    have  time  to  do  so.  There  is 

an  enormous  difference  to  him  between  Ixring  obligetl 
t»»  pay  high  rales  and  not  being  able  to  get  accom- 
modations at  all.  By  this  policy  the  clima.\  of  a 
boom  period  is  roun  led  over,  expansion  checked  and 
contraction  brought  about  without  the  shock  which  is 
unavoidable  where  credit  is  supplied  freely  at  a  uniform 
rate  until  there  is  no  loaning  power  left  to  be 
used.  The   uniform    rate    in   this  countr)-  is  due  to 

the  competition  of  the  banks  for  favor  wiili  depositors 
an  1  it  is  useless  to  e.\pcct  any  other  policy  to  be 
followed  unless  a  strong  central  l>ank  becomes  an 
im|>ortant  factor  in  the  money  market.  Such  an 
institution  would  have  reserve  |)Owers  for  making 
loans  after  the  individual  banks  were  exhausted  and 
when  its  aid  was  called  for  it  would  have  control  of 
the  rate",     (idem  pj).  .j8o.) 

"The  »)'stcm  of  indcpemlent  banks  without  a  central 
organization  is  costly  to  the  country  in  requiring  an 
unnecessarily    large    gold    reserve.         In    this  respect 
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the  United  States  makes  an  especially  poor  showing- 
of  efficiency  compared  with  Great  Britain  and  a  poor 
showing  even  when  compared  with  the  continental 
countries.  The  gold  reserve  of  England  is  practi- 
cally all  in  the  Bank  of  England,  and  at  the  present 
writing  is  about  $  165.000.000.  This  is  the  capital  by 
means  of  which  the  gold  standard  is  maintained,  and 
upon  which  the  credits  of  the  country  rest,  as  other 
banks  use  Bank  of  England  notes  for  their  reserves. 
In  the  United  States  we  have  about  ^  900.000.000 
of  gold  in  the  treasury  and  some  ^  250.000.000  or 
$  300.000.000  in  the  banks.  If  this  vast  store  of 
gold  made  credits  in  this  country  more  stable  and 
secure  than  in  England,  there  might  be  a  valid  argu- 
ment for  it,  but  our  system  has  practically  broken 
down  twice  in  the  last  fifteen  years,  while  a  general 
suspension  of  cash  payments  in  England  is  unknown. 
This  gold  reserve  is  a  part  of  the  country's  capital, 
and  the  interest  on  it  is  a  part  of  the  cost  of  doing- 
business  in  this  country  as  truly  as  are  our  transport- 
ation charges.  If  the  latter  were  higher  than  in 
foreign  countries  there  would  be  great  agitation  about 
it.  An  examination  of  the  situation  in  every  other 
country  will  show  that  a  central  bank  can  be  made 
to  conserve  and  protect  the  gold  reserves  of  a  country 
and  accomplish  an  important  economy  in  this  respect", 
(idem  pp.  49-50.) 

I  have  intentionally  quoted  the  opinions  of  American 
experts  at  some  length  in  order  to  show  to  what  extent 
they  suffered  from  the  disadvantages  resulting  from  a 
plurality  of  banks.  This  plurality  is,  obviously,  hardly 
ever    defended    nowadays,    at    least    not    on    scientific 


)pt>und».  rhc  principal  objection  against  a  change  are 
the  I  I  by  the  many  existing  l>anks. 

in   cu;.  . -ir  obligation  to  hold  a  rcj»crve 

of  the  2  %  United  Suics  Bonds  as  cover  against  their 
note  issue.  The  sale  ot'  these  bonds  on  a  large 
scale  would  inevitably  lead  lu  great  tinancial  losses. 
The  extensive  number  of  banks  in  the  United  States 
of  America  has  therefore  imiil  now  laid  obstacles  in 
the  way  of  obtaining  a  better  banking  system,  although 
the  great  majority  had  expressed  a  desire  for  reform, 
rhc  best  way  of  gcttinjj  out  of  this  labyrinth  is  still 
a  matter  of  discussion  in  America  '). 

May  all  these  examples  and  verdicts  |)ersuade  China 
to  avoiil  the  evil  of  a  fdundity  of  banks,  and  by  the 
establishment  o(  one  single  central  bank,  found  its 
banking  system  on  a  sound  and  scientifically  correct  l>asis. 

.•Xssumin)^'  that  China  will  eventually  do  so.  I  shall 
bricily  describe  in  the  following'  chapters  how  snrli  i 
central    bank   should  be  formed  and  govcnv 

•The  Fetleral  Rocrve 

\.  :     (lull   N\    ;Sj;»  l>cin^  jn   Art    '\o  ^  :•>%  .•le  for  the  ctubln' -  i      ' 
of  Kclcral  Rnerve  lUiiks,  to  furoUh  an  clastic  currency,  to  - 
me«A%    o(    f  -   lal    ]>apcr,    to    csublith    a    more 

rffrrtitc     »u  ^     in     thr   llpitr*!   State*"   ha»  l>cer 
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PART    II. 

THE   ORGANIZATION   OF   THE 
CENTRAL  BANK. 


CHAPTER  III. 

The  best  system  for  the  Central  Bank 
of  China. 

On  the  ground  of  theoretical  considerations  expressed 
in  the  two  preceding-  Chapters  I  am  firmly  convinced 
that  for  China  also  the  most  dcsi7''able  system  is  one 
Central  Ba7ik  of  Issue  with  branches  to  be  gradually 
established  all  over  the  country,  and  that  it  should  be 
a  private  concern  entirely  free  from  the  influence  of  the 
Government  but  under  its  active  supervision  and  control. 

The  great  plurality  of  banks  and  private  firms  which 
have  made  use  of  the  opportunity  to  issue  some  kind 
of  bank-notes,  should  be  abolished  in  a  circumspect 
manner.  Moreover,  the  circulation  of  Government 
notes,  where  such  are  still  found,  should  also  be 
stopped  in  a  very  careful  manner.  How  this  can 
be  done  I  shall  treat  in  detail  in  Chapter  XVIII  on 
the  issue  of  bank-notes. 

It  will  particularly  be  a  matter  of  the  greatest 
importance  for  China  that  the  Central  Bank  should  be 
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kept  absolutely  independent  of  the  Government.  The 
condition  of  both  the  Government  and  the  financial 
affairs  of  China  are  still  in  a  transition  period.  Neither 
have  yet  settled  ilown  and  changes  in  various  directions 
may  still  l>e  reasonably  expected.  Divided  opinions 

still  prevail  among  the  population  of  China  with  regard 
to  imfH)rtant  questions.  .\n  absolutely  impartial  bank 
of  issue  is  therefore  necessary  in  China  more  than 
anywhere  else,  equally  0|>cn  to  every  one  wlio  may 
come  into  serious  consideration  for  obtaining  credit, 
without  distinction  ol  fiosition  or  ()olitical  party.  In 
the  same  way  as  a  dollar  has  the  same  value  and 
purchasing  power  whoever  the  holder  may  be.  so 
must  the  bank-note  inspire  equal  confidence  in  every- 
body, and  the  Management  of  the  Bank  must  be 
equally  approachable  by  cver)'one  on  purely  commercial 
lines  alone. 

in  a  country  that  is  now  developing  so  raj)idly  to 
a  new  order  of  things,  and  where  there  is  felt  such 
a  need  of  firm  unity,  such  unity  in  monetary'  and 
financial  affairs  may  be  promoted  to  an  extraordinary 
degree  by  a  b.ink  of  issue  conducted  with  great 
wisdom  and  mo<leration.  It  may  exercise  a  whole- 
some influence  to  a  hi-^h  degree  on  the  creation  of 
healthy  economic  conditions,  and  on  the  development 
of  the  economic  life  of  the  realm,  if  care  be  only 
taken  to  keep  it  free  from  political  influence.  What- 
rvcr  may  be  divided  in  China,  now  or  in  the  future, 
the  Bank  of  Issue  must  l>e  the  institution  to  which 
everyone  of  whatever  clan  or  party,  whatever  social 
position  he  may  l>c  in.  Chinaman  or  foreigner,  may 
point  with  absolute  confidence  as  the    tmity    of  imim- 
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peachable  probity  and  of  wise  management,  and  which 
will  remain  a  safe  beacon  even  amidst  the  g^reatest 
disturbances. 

Above  all,  therefore,  it  must  be  independent  of  everyone 
whomsoever.  Hence  only  persons  of  undoubted  good 
faith  and  of  experience  may  be  entrusted  with  the 
management.  The  management  of  the  bank  must 
be  arranged  in  such  a  manner  that  it  shall  in  practice 
comply  with  these  requirements. 

The  Central  Bank  should  in  the  first  place  keep 
on  good  terms  with  the  Government,  but  may  not 
be  subjected  to  it.  Submission  is  not  friendship. 
A  friend  will  frequently  render  service  by  refusing  to 
comply  with  the  momentary  wishes  of  another,  being 
convinced  that  yielding  to  such  wishes  might  be 
disastrous. 

I  shall  now  attempt  to  explain  in  a  concise  form 
how  a  central  bank  for  China  should  be  organized, 
so  that  it  shall  fulfil  these  requirements  as  far  as 
possible. 


CHAPTER  IV. 

The  Management  of  the  Central  Bank  and 
the  supervision  of  the  Management. 

These  may  be  divided  into: 

A.  The  Management. 

B.  The  Government  Commissioner 

C.  The  Board  of  Directors. 

D.  The  Board  of  Censors. 


/:'.      Branches,  Agencies  an'   •  "<  rr.  spondcnls. 
/       cieneml  Advisers. 

I   )ca\  Advisers. 

I  he     General     Mceiini:     <>'    s'm  ir-^nl.),  i  .    «.f 

the  Bank. 

/.      1  he    .Mana)ijcmcnt. 

The  Manaj^cmcnt  of  the  Bank  sliall  consist  of  a 
President,  three  Mana^'in;^'  Directors  and  a  Secretary, 
who  are  all  members  of  the  Mana>;cment.  The 
President  and  the  .Sccreur)'.  to  he  api>oiiUed  l)y  the 
Chinese  (iuvernment.  shall  preferably  be  of  Chinese 
nationality,  but  they  shall  have,  however,  a  knowledge 
of  either  Hnglish.  I'rench  or  Gcnnan  sufficient  to 
enable  them  to  express  themselves  clearly  in  that 
language.  The  three  Managing  Directors  arc  appointed 
by  the  meeting  of  the  Bank's  shareholders,  and  two 
of  them  shall  Ik:  selected  from  banking  experts  of  a 
nationality   other  than  Chinese.  The  third  may  be 

cither  of  Chinese  or  other  nationality,  at  the  discretion 
of  the  general  meeting.  During  the  first  five  years 
of  the  Bank's  existence  however,  the  third  Managing 
Director  shall  also,  as  a  transitional  measure,  be  of 
non-Chinese  nationality  and.  more  particularly,  shall 
)>clong  to  a  nation  that  cannot  be  considered  to  possess  a 
sphere  of  influence  in  the  Chinese  territor>.  After 
these  five  years  the  general  meeting  is  to  be  quite 
free  in  the  choice  of  this  third  person  and  of  his 
nationality. 

All  important  matters  in  the  management  of  the 
Bank   and    at   any    rate    the    questions    of  principle  in 
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the  management  of  the  bank  shall  be  discussed  in 
the  meeting  of  the  Bank's  Management,  which  may 
pass  resolutions  if  not  less  than  3  members  are 
present.  Resolutions  are  to  be  passed  b};^  the  majority 
of  the  members  present.  On  votes  being  equal  the 
proposal  is  considered  to  be  rejected,  and  the  same 
proposal  may  only  be  brought  before  the  meeting 
after  two  months  have  elapsed. 

Minutes  shall  be  systematically  kept  of  all  the 
resolutions  passed  and  rejected. 

Deputies  must  be  appointed  for  the  President, 
the  Secretary  and  for  each  of  the  three  Managing 
Directors,  and  they  may  be  selected  either  from 
among  the  other  members  of  the  Management 
or  from  suitable  persons  outside  the  Management. 
The  appointment  of  these  deputies  should  be  made 
by  the  same  powers  as  elect  the  President,  the 
Secretary  and  the  three  Managing  Directors,  and 
under  the  same  conditions.  The  appointment  of 
such  deputies  is  necessary  because  it  will  frequently 
occur  that  the  members  of  the  Management  will  be 
absent  either  on  official  tours  in  China,  or,  in  case 
of  the  Managers  of  foreign  nationality,  on  leave  in 
Europe.  During  such  absence  the  Management 
must  nevertheless  be  complete  in  number  by  the 
substitutes  taking  the  place  and  assuming  the  functions 
of  the  absent  officials.  The  deputies  are  as  a  rule 
to  act  as  such  in  the  absence  of  the  official  whose 
deputy  they  are  appointed,  but  may  also  replace 
each  other. 

The  President  and  the  Secretary  are  appointed  for 
a  term  of  five  years  and  the  Managing  Directors   for 
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A  icrtn  wi  I'^iii  )cur-i,  v.#  Ixr  calculated  in  each  case 
from  ihe  day  ihcy  asHumc  thfir  <!t«iics.  The  same 
applies  to  the  deputies. 

lithe  President  cannot  on  ^.  i.o...  v^rounds  agree  with 
a  rciohiiion  of  a  mcclin>^'  «>f  the  Manajjement,  he  has 
the  ri^jht  to  veto  such  a  rcsohition  of  the  majority  of  the 
meeting  of  the  Management.  If  the  meeting  cannoi 
agree  to  this  veto  then  each  member  of  the  meeting 
of  the  Management  has  the  right  to  put  forward  the 
s.imc  proposal,  with  or  without  amendments,  in  the 
next   meeting    of  the  Management.  The   IVesident 

has  again  the  right  to  pronounce  his  veto  on  a 
rcs4)lution  of  the  majority  of  the  meeting,  in  which  case 
however  each  memlxrr  of  the  Management  may  place 
the  proposal  l>cfore  a  combineil  meeting  of  the  lioard 
of  Censors  and  the  Management,  to  \tc  convenetl  within 
one  month  after  the  last  meeting  of  the  Management 
in    which    the    President    pronounced    his   veto.  In 

this  combined  meeting  each  of  the  members  of  the 
Management  and  the  Censors  have  an  equal  vote 
and  valid  resolutions  shall  be  |>assed  by  majority 
of  the  votes  of  individuals  present.  The  meeting  may 

pass  resolutions  if  not  less  than  three  mcml)ers  of 
the  Management  and  three  Censors  are  present. 
No  one  may  abstain  from  voting  unless  it  is  on 
a  matter  concerning  him  personally.  In  that  case 
he  may  be  admitted  to  the  meeting  with  the  appro\-al 
o(  the  majority  of  the  other  members,  but  his 
presence  does  not  count  for  the  quonim  and  he 
shall  not  take  part  in  the  voting  as  far  as  any  question 
touching  himself  is  concerned.  If  the  votes  arc 
equal,  the  proposal  shall  be  considered  to  be  rejected. 
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The  Government  Commissioner  has  the  right  to  attend 
this  combined  meeting,  to  take  part  in  the  discussions, 
but   shall    have    only    an   advisory  vote.  He   shall 

always  vote  first. 

In  this  way  the  officials  appointed  by  the  Govern- 
ment are  endowed  with  great  influence  in  passing 
resolutions  which  might  be  considered  to  be  against 
the  public  interest  and  against  that  of  the  Government. 
The  final  decision  may  however  never  lie  with  the 
Government  to  such  an  extent  that  it  could,  by  means 
of  its  veto,  intervene  absolutely,  for  the  Bank  would 
then,  by  a  circuitous  route,  still  be  subjected  to  the 
Government,  which  error  must  be  avoided  for  the 
reason  stated  above.  Nevertheless  an  arrangement 
as  suggested  above  affords  great  surety  that  an  im- 
portant resolution  shall  not  be  taken  in  haste,  and,  if 
there  is  a  difference  of  opinion,  only  after  mature 
consideration  by  a  number  of  eminent  persons. 

Every  member  of  the  Management  must  enjoy  a 
proper  remuneration,  but  both  the  President  and  Secre- 
tary must  be  prohibited  from  assuming  other  functions 
or  duties  outside  the  Bank  to  which  are  attached 
any  emoluments  or  other  advantage  in  lieu  of  money, 
except  with  the  express  sanction  or  at  the  request 
of  the  Government.  As  far  as  feasible  the  Presi- 
dent and  Secretary  must  be  prevented  from  acquiring 
personal  interest  in  any  business  outside  the  Bank 
of  Issue  otherwise  than  as  investors  in  securities. 
A  similar  prohibition  is  not  necessary  for  the  Managing 
Directors,  for  they  could,  as  in  other  countries,  be 
selected  from  commercial  circles,  precisely  in  order  to 
maintain  their  closer  connection  with  commerce. 
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For  further  detinition  oi  ihc  dulics  ami  |X>wcr!i  of 
ihc  members  of  the  Management  I  would  refer  the 
reader  to  the  draft  of  Statutes  and  Regulations  annexei! 
as  App<rv1''    ''  Fh'    ^  "|in«f  i>oint-s  will  suffice  here. 

B.     The    Govern  men  I    Commissioner. 

By  virtue  of  its  own  authority,  the  Government 
shall  ap|>oint  a  Government  Commissioner  of  the  Bank 
of  Issue  with  instructions  t<»  ..-  »•.»  -sr  j^cncrally  the 
transactions  of  the  Bank. 

This  Ciovcrnment  Commissioner  must  he  of  Chinese 
nationality,  preferably  a  person  who  is  acquainted  with 
the  banking  business  and  has  a  suftlcicnt  knowledge 
of  one  or  more  Euroj>can  languages  to  enable  him 
to  express  his  thoughts  pro|>crly  in  those  languages. 
The  Government  must  try  to  select  a  person  of 
general  esteem,  who  cannot  be  considered  bound  to 
any  other  lank  or  commercial  house  by  s{>ecial  interests, 
either  in  China  or  abroad.  He  must  reside  in  the 
place  where  the  Managomeni  of  the  Bank  is  established. 
This  (iovernment  Commissioner  shall  have  the  right 
to  demanil  from  the  Management  of  the  Bank  all 
information  relating  to  its  management  and  the  Bank's 
policy  and  investments,  without  however  going  to 
luch  a  length  as  to  interfere  in  the  estimation  of  the 
Bank's  clients  or  of  signatories  of  bills  di.scounted  by 
the  Bank  an<l  of  securities  given  in  pledge  to  the 
Bank.  The  Government  Commissioner  may  not  inter- 
fere in  the  ordinary  daily  management  of  the  Bank. 
In  this  respect  confidence  must  l>c  placed  in  the  [per- 
sons who  arc  called  u|K)n  to  govern  the  Bank.         The 
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Commissioner  shall  however  g^enerally  supervise  the 
method  of  governing  the  Bank  and  the  application  of 
the  principles  of  banking  policy.  The  accounts  and 
their  vouchers  shall  therefore  be  examined  by  the 
Government  Commissioner  not  less  than  once  a  year, 
on  which  he  shall  make  a  report  to  the  Government. 
The  Government  Commissioner  must  have  admittance 
to  all  the  meetings  of  the  Management  and  Directors 
combined,  and  the  meetings  of  the  Management  and 
Censors  combined  in  which  is  to  be  discussed  the 
veto  of  the  President  of  the  Bank,  and  finally  to  all 
the  meetings  held  by  the  Bank's  shareholders.  He 
shall  have  the  right  to  participate  in  the  discussion 
at  all  those  meetings  and  to  return  an  advisory  vote, 
and  shall  for  the  purpose  be  requested  by  the  chair- 
man of  the  meeting  to  vote  first. 

C.     The    Board    of   Directors. 

It  is  desirable  that,  besides  the  Management  of  the 
Bank  of  Issue,  a  Board  of  Directors  should  be  created 
in  order  to  exercise  general  supervision  on  behalf  of 
interested  parties  other  than  the  Government,  upon 
the  working  of  the  Bank.  Such  a  Board  of  Direc- 
tors is  found  in  many  banks  of  issue  and  can  be  of  great 
use  for  a  bank  of  issue  in  particular  by  acting  as  middle- 
men between  the  Management  and  the  shareholders 
and  other  interested  parties.  Generally  speaking, 
the  meeting  of  shareholders  must  not,  by  reason  of 
the  peculiar  character  of  a  bank  of  issue,  be  given 
as  much  power  and  authority  as  is  usually  enjoyed  by 
those  of  ordinary  companies.         One  must  prevent  a 
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gfroup  of  shareholders  rru!n  beinj^  able  to  acquire  by 
surprise  as  it  were,  a  number  of  scats  on  the  Board. 
or  that  such  a  group  of  shareholders  should  l>e  able 
to  pass  resolutions  unexpectedly  which  might  l>c  of 
too  great  influence  on  tiie  existence  of  the  Hank. 
It  mi>;ht  for  instance  be  dangerous  to  place  in  the 
hands  of  the  meeting  the  power  to  sanction  or  revoke 
the  annual  Balance-Sheet  and  Profit  and  Loss  Account 
or  to  give  the  general  meeting  an  unlimited  |X)wer 
in  the  election  of  Managing  Directors.  With  a 
bank  of  issue  it  is  even  more  necessary  than  in  the 
case  of  a  private  company  that  a  certain  continuity 
should  be  assured  in  the  methods  of  management: 
and  while  on  the  one  hand  excessive  i^rcpondcrance 
of  the  Government  must  l>e  guarded  against,  one  must 
prevent  a  small  party  or  group  of  shareholders  who 
may  jjossibly  l>e  powerfully  organized,  from  l>eing 
able  to  make  its  inHuencc  felt  unexpectedly  upon  the 
management  of  the  Bank  by  means  of  a  general 
meeting. 

The  Board  of  Directors  shall  therefore  form  a  sort 
of  medium  between  the  liank  and  its  shareholders  and 
some  power  must  be  delegated  to  this  lioard  of  1  )irectors 
wiiich  Would  otherwise  be  reserved  for  the  general 
meeting  of  shareholders.  In  other  words,  the  meet- 
ing of  shareholders  will  only  l)c  able  to  exercise  some 
of  iu  powers  through  the  Board  of  Directors. 

The  first  and  most  imjxjrtant  power  will  be  that 
the  annual  accounts  and  rcfiort  of  the  Bank's  manage- 
ment, alter  drawing  up  the  Balance-Sheet  and  Brofit 
and  Loss  Account,  shall  l>c  laid  l)eforc  the  Board  of 
Directors    and    that    this    body,   and    not  the  general 
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meeting,  shall  have  the  power  to  sanction  or  reject 
them,  or  recommend  the  Management  to  make  certain 
amendments  in  them.  Both  the  Government  Com- 
missioner and  the  Board  of  Directors  must  have  the 
power  to  reject  the  Balance-Sheet  submitted.  If 
upon  such  rejection  the  Management  of  the  Bank 
cannot,  in  combination  with  the  Government  Commis- 
sioner and  the  Board  of  Directors,  agree  with  them 
as  to  the  Balance-Sheet,  a  council  of  arbitrators  shall 
be  appointed  which  shall,  after  due  examination,  decide 
upon  the  differences  between  the  Bank  on  the  one 
hand  and  the  Government  Commissioner  or  the  Board 
of  Directors,  or  perhaps  both  together  on  the  other 
hand.  Either  party  shall  then  unconditionally  submit 
to  the  judgment  of  such  a  council  of  arbitrators.  One 
of  the  arbitrators  could  be  appointed  by  each  of  the 
parties,  on  the  condition  however  that  the  Government 
Commissioner  and  the  Board  of  Directors  in  case  they 
both  object  to  the  Balance-Sheet,  may  not  collectively 
nominate  more  than  one  arbitrator,  and  the  two  arbi- 
trators thus  appointed  shall  then  in  mutual  agreement 
appoint  a  third  arbitrator  to  complete  the  council  of 
three  arbitrators.  In  this  manner  every  direct  influence 
of  the  meeting  of  shareholders  on  the  composition  of 
the  Balance-Sheet  and  on  the  distribution  of  profits  of 
the  Bank  could  be  restricted,  while  nevertheless  their 
interests  could  be  radically  and  sufficiently  promoted 
through  the  medium  of  the  Board  of  Directors. 

It  would  also,  with  a  view  to  the  appointment  of 
members  of  the  Bank's  Management,  be  desirable  that 
the  meeting  of  shareholders  should  not  be  given 
unlimited  power,  but  that  such  power  should  be  partly 
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delected  to  the  Board  of  IJtrectors.  It  would,  for 
ioftUncc.  be  wise  lo  stipulate  that  for  ever)*  vacancy 
that  mi);ht  occur  in  the  Manay^emenl  a  nomination 
hst  :ihould  be  maile  by  a  combined  mcctin}^  of  the 
mcmbem  of  the  Mana;^cmeni  and  those  of  the  Board 
of  Directors.  Thi.s  nomination,  for  instance,  should 
name  three  candidates,  thouji^h  the  Government,  in 
the  case  of  the  appointment  ol  a  President  or  Secretar)*, 
need  not  l>e  j^uided  by  this  nomination  any  more  than 
it  n\ay  deem  tit.  and  the  Government  retains  entire 
liberty  to  appoint  to  the  vacant  post  a  person  not 
mentioned    on     the    nomination    list.  The    list    of 

candidates  lor  the  vacancies  of  the  remaining  members 
of  the  Manaj^emeni,  the  so-called  Manajjinjj  Directors, 
should  however  l)e  binding  for  the  meeting  ol  share- 
holders, so  that  a  new  Managing  Director  ap{K>inted 
by  the  said  meeting  shall  be  exclusively  selected  from 
the  names  on  the  nomination  list. 

With  a  view  to  the  above  it  will  naturally  be  desirable 
to  give  the  meeting  of  shareholders  some  influence  on 
the  composition  of  the  Board  of  Directors. 

On  account  of  the  (>eculiar  conditions  prevailing  in 
China  wh'rre  at  the  present  moment  various  foreign 
banks  have  the  right  to  issue  their  own  notes  and 
bring  them  into  circulation  in  China,  a  privilege  which 
several  of  these  banks  have  made  use  of.  the  interests 
of  these  foreign  banks  may  not  l>e  lost  sight  of  on 
the  future  organization  of  a  Bank  of  Issue,  more 
especially  so  if  those  foreign  banks,  on  the  establishment 
of  the  liank  of  Issue,  will  in  the  future  l>e  obliged  to 
withdraw  their  issue  of  notes  and  to  use  the  notes  of 
the    Central    Bank    in    their    own    business.  They 
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will  therefore  have  to  place  great  confidence  in  the 
Central  Bank. 

For  these  various  reasons,  it  would  be  desirable 
that  the  Board  of  Directors  should  consist  of  not 
more  than  15  persons  and  the  foreign  banks  having 
at  present  the  right  to  issue  their  own  bank-notes 
in  China  should  be  allowed  to  nominate,  at  their 
selection,  a  member  of  the  Board  of  Directors,  one  for 
each  group  of  banks  of  one  nationality.  The  remaining 
Directors  could  be  elected  entirely  at  the  free  choice 
of  the  meeting  of  shareholders.  The  Board  of  Directors, 
once  incorporated,  could  elect  by  majority  of  votes 
returned  a  chairman  from  among  their  number,  who 
would  resign  each  year  but  be  eligible  for  re-election. 

It  would  be  desirable  that  both  the  Directors 
appointed  by  the  foreign  banks  and  those  elected  by 
free  choice  of  the  meeting  of  shareholders  should  resign 
periodically.  One  fifth  of  the  number  of  members  should 
for  instance  resign  every  year,  so  that  no  member's 
appointment  could  last  longer  than  5  years.  The 
roster  of  resignation  should  for  the  first  time  be  fixed 
by  lot.  Every  new  Director  appointed  to  fill  a  vacancy 
occurring  outside  this  roster  shall  take  the  place  of 
his  predecessor  on  the  roster  with  regard  to  }ears 
of  service. 

This  Board  of  Directors  should  have  the  right, 
when  they  are  met,  to  ask  the  Management  of  the  Bank 
for  all  information  desired  by  them  relating  to  its  govern- 
ment and  policy,  to  which  c^uestions  the  Management 
should  reply  as  fully  as  possible,  reserving  only  the 
Bank's  secret  with  regard  to  the  condition  of  private 
accounts     of    the    Bank's    clients.  This    Board    ol 


Directors  shall  also  limit  itself  to  supervision  as  to  the 
proper  working  of  the  Bank,  of  the  Bank's  policy  and 
questions  of  principle,  but  may  not  interfere  in  the 
estimation  of  persons  connected  with  the  Bank,  or 
with  the  standing  of  signatories  to  bills  or  discounted 
commercial  paper,  or  with  the  nature  of  the  security 
pledged  to  the   Bank. 

The  Board  of  Directors  may  draw  up  a  set  of 
regulations  with  reference  lo  their  own  meetings. 
I-'iu-lhcr.  the  Board,  or  indeed,  even  a  certain 
number  of  the  members  of  the  Board,  say  not  less 
than  5.  shall  be  given  the  power  t«)  demand  of  the 
Management  that  a  combined  meeting  of  the  Board 
of  Directors  and  the  members  of  the  Management  be 
convened. 

With  a  view  to  tnc  aaiiy  manag-rncni  1;  is  -icsirablc 
to  create  yet  another  btxly.  vi?- 

n       \     Board    ...    ^    .  ......  ., 


ct>ini>u>»f: 


ipu^f:  I  ui  >,  persons,  to  be  elected  from  among 
the  Directors,  three  of  the  Censors  from  among  those 
Directors  appointed  by  the  meeting  of  shareholders, 
and  two  of  the  Censors  from  those  elected  by  the 
aforesaid  foreign  banking  houses  working  in  China. 
The  entire  Ixxiy  of  Censors  would  resign  every  year 
after  the  approval  of  the  BalanceSheet  and  of  the 
Profit  and  Loss  .Account  by  the  Boanl  of  Directors, 
while  the  Board  of  Directors  could  elect  the  Board 
of  Censors  for  the  following  year  afresh  every  year  in 
the  manner  described  above.  It  should  be  arranged 
that  the  Censors  resigning  be  eligible  for  reelection, 
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although  in  principle,  it  should  be  expressly  under- 
stood that  the  re-election  of  a  member  resigning  should 
not  become  a  fixed  rule.  It  may  be  that  in  many 
cases,  taking  into  account  the  various  interests  in- 
volved, it  is  better  that  the  composition  of  the  Board 
of    Censors     should     be     varied.  The     Board    of 

Censors  being  in  this  manner  a  kind  of  "Ausschusz" 
or  committee  of  the  Board  of  Directors,  it  should  come 
into  closer  touch  with  the  Management  and  should, 
for  instance,  meet  once  a  week  with  the  members 
of  the  Management,  at  which  meeting  the  Management 
should  communicate  all  facts  relating  to  discounts,  loans 
and  other  important  banking  business  transacted  by 
the  Bank  in  the  course  of  the  week.  This  Board 
of  Censors  could,  inter  alia,  be  authorized  to  restrict 
the  Management  somewhat  in  the  amount  of  business 
transacted,  and  could  for  instance  determine  the  maxi- 
mum amounts  of  discounts  to  be  accepted  from  the 
same  individual,  or  maximum  amounts  of  security  oi 
a  certain  nature.  The  Board  could  further  fix  the 
margin  on  loans  that  the  Bank  should  demand  in  various 
cases.  The  selection  of  the  foreign  bankers  who 
would  act  as  the  agents  abroad  of  the  Bank  of  Issue 
and  who  in  this  capacity  would  hold  gold  values 
belonging  to  the  Bank,  may  be  submitted  to  the 
approval  of  this  Board  of  Censors. 

Further,  most  important  duties  could  be  entrusted 
to  this  body  by  stipulating  that  the  Management, 
before  changing  the  officially  quoted  rates  of  discount 
of  commercial  paper,  or  of  loans  on  stocks,  goods  etc., 
must  consult  the  opinion  of  this  body,  although  the 
decision  shall  remain  in  the  hands  of  the  Management. 
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This  l>oiJy  shouKl  aUo  be  empowered  lo  suspend 
ru'  "(  ihc  Manajjcmcnt  immediately  should  ilicy 

sr  at  yjrounds  on  (indiny;  irrcjjularities  or  ;^ross 

carclc&sness  in  the  management  of  the  Bank.  fhis 

su<i|>cnKion  should  then  be  submitte  1  as  soon  as 
possible  to  a  combined  mectint^  of  the  memlx:rs  of 
the  Management  and  the  lioard  of  Directors  con- 
vened for  the  purpose,  which  mcctinjif  could  j>a5LS  a 
resolution  to  suspend  dchnitcly  until  cither  the  Govern- 
ment, on  the  suspension  of  the  President  or  of  the 
Secretar)'  should  see  fit  to  discharj;e  them  if  neccs5iar> , 
or  the  mcelinj(  of  shareholders  could  confirm  the 
suspension  by  the  Board  of  Directors  by  passing  a 
proposal  for  the  dehnite  discharge  of  the  members 
of  the   Management  apf>ointe«l   by  them. 

/:.    Branches.  A  g  c  n  c  i  e  s  a  n  il  C  o  r  r  e  s  p  u  u  d  e  n  t  s. 

It  will  \)c  found  advi.sable  to  establish  the  head 
office  at  a  place  situated  as  far  as  possible  in  the 
centre  of  China,  from  which  good  thoroughfares  lead 
to  all  parts  of  the  country  and  to  the  neighbouring 
countries,  and  which  shall  be  approachable  by  rail  and 
steamer    during   the   whoK:   winter.  I'urlhermore    it 

is  desirable  that  the  head  office  of  the  Bank,  hence 
also  the  scat  of  the  Management  should  l>e  established 
in  one  of  the  largest  centres  of  commercial  traffic,  so 
that  the  Bank,  and  particularly  its  Management,  shall 
remain  as  much  as  (Kxssible  in  close  touch  with  one 
of  the  great  forces  of  the  country,  viz..  commerce. 

l-"or  the  alK)ve  rc.isons  I  would  suggest  that  the 
head  offices  of  the  Bank  should  be  established  at 
Shanghai. 
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It  goes  without  saying-  that  the  Bank  should  also 
open  its  own  offices  in  various  other  places  in  order  to 
find  scope  for  its  activities.  In  the  first  place 
therefore  the  Bank  should  have  its  own  office  in  the 
capital  of  the  country,  where  the  centre  of  the 
Government  is,  at  present  Peking.  The  nature  of 
the  office  in  that  city  will  involve  constant  deliberation 
with  the  Government.  It  is  not  necessary  that  this 
should  always  be  done  by  the  Management  itself,  but 
the  Management  may  appoint  for  the  purpose  one  or 
more  persons  of  high  integrity  in  their  own  service, 
who  may  be  supposed  to  be  fully  qualified  for  their 
delicate  task.  Analogous  cases  are  found  in  the 
offices  of  other  large  financial  bodies,  as  for  instance 
at  the  office  of  the  Hongkong  and  Shanghai  Banking 
Corporation  in  London,  whereas  this  bank  has  its  head 
office  in  Hongkong.  Similarly  the  branch  offices 
of  the  Yokohama  Specie  Bank  in  London,  while  the 
head  office  is  at  Yokohama.  The  Java  Bank  in 
the  Netherlands  Indies  has  also  its  delegates  at 
Amsterdam,  who  are  in  constant  touch  with  the  Dutch 
Government. 

The  Bank  should  therefore  immediately  open  a 
branch  at  Peking  at  the  head  of  which  very  capable 
men  should  be  placed.  In  various  other  important 
towns  the  Bank  will  also  have  to  establish  its  own 
offices,  as  it  is  specially  by  spreading  its  offices  over  the 
whole  country  that  it  will  be  able  to  exercise  great  power. 

The  Bank  could  divide  its  various  offices  to  be 
established  besides  the  head  office  into  three  categories. 
Firstly,  Branches;  secondly,  Agencies;  and  thirdly 
Correspondents  or  Correspondencies. 
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By  branches  and  agencies  arc  to  be  undcrsiood 
those  houses  of  which  the  entire  staff  is  in  the  direct 
employment  of  the  Bank  and  who  may  assume  no 
adtiilional  funclifjns  or  duties  without  express  j>cr- 
mission  of  the  Bank.  On  the  other  hand  however  the 
liank  could,  in  smaller  and  more  remote  places,  entrust 
tlie  care  of  its  interests  for  some  definite  transactions 
to  so-called  corresjiondcnts.  for  which  service  |>crsons 
could  be  selected  who  are  either  in  the  employment  of 
others  or  who  have  some  other  business  or  profession  on 
their  own  account.  They  couKl  for  insuncc.  be  officials 
in  the  service  of  a  province  or  municipality,  customs 
officials,  consuls,  or  finally,  local  bankers  or  merchants. 

The  distinctive  difference  between  branches  and 
.ijjencies  would  then  be  something  similar  to.  for 
instance,  t'lc  Rcichsbank  HauptstcUc  and  Kcichsbank 
Nel>cnstellc  of  tiie  State  Bank  of  (Germany.  The  branch 
offices  could  in  j^eneral  transact  the  same  business  as 
the  h'jad  office,  within  the  limits  fixed  by  regulations, 
and  naturally  only  for  the  district  wherein  the  branch 
is  situated,  and  the  agencies  could  be  entrusted  with 
a  portion  of  the  same  duties  for  their  smaller  districts. 
Various  other  agencies  will  probably  \)c  estiiblished 
in  the  district  of  a  branch,  all  of  which  as  regards 
supervision  and  the  supply  of  funds  are  immediately 
under  the  jurisdiction  of  the  branch  office.  By 
dividing  the  country  into  districts  a  practical  division 
of  the  work  throughout  the  leni^th  and  breadth  of 
China  would  \x:  obtained. 

.At  the  head  of  the  bnincii'-.  i;:.  m  b.M.ui.j  as  a  rule 
be  ap[>ointcd  two.  and  even  three  if  necessary,  general 
managers   who   would  have  the  title  of  "Managers  of 
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the  Branch"  or  in  the  case  of  important  places  such 
as  Peking-,  the  title  of  "President  and  Managers  of 
the  Branch"  should  be  created  by  appointing  the  first 
of  those  managers  to  be  President,  in  order  to  make 
him  the  definite  representative  of  the  Central  Bank 
accredited  to  the  authorities  of  that  place.  At  the 
head  of  each  of  the  agencies  there  should  be  appointed 
at  least  one  Agent  and  Deputy  Agent,  while  it  is  to 
be  recommended  that  at  important  posts  at  least  two 
persons  with  the  authority  of  Agent  should  be  appointed, 
and  if  possible,  two  Deputy  Agents. 

In  the  entire  organization  of  the  Central  Bank  of 
China  it  should  be  kept  in  mind  that  the  intention  is 
that  the  Management  of  the  Bank  should,  in  the 
main,  be  eventually  entrusted  to  persons  of  Chinese 
nationality,  though  it  may  still  be  open  to  employ  the 
services  of  persons  of  non-Chinese  nationality  in  future. 
Notwithstanding  this  intention  it  will,  at  least  for  the 
present,  be  wise  for  the  first  formation  and  organization 
to  be  done  in  co-operation  with  persons  of  other 
than  Chinese  nationality  who  are  recognized  experts 
in  banking.  History  has  shown  that  there  are  still 
so  many  and  so  great  abuses  in  banking  in  China, 
even  until  quite  recently,  and  there  are,  comparatively 
speaking,  so  few  Chinamen  who  have  made  a  really 
thorough  study  of  banking  on  a  large  scale,  that  it 
may  be  considered  absolutely  necessary,  both  in  order 
to  obtain  capable  government  of  the  Bank  and  to 
gain  the  unbounded  confidence  of  the  Chinese  and 
foreigners  alike,  that  during  the  first  period  at  least  the 
management  should  in  the  main  be  entrusted  to  able 
persons    who    may    be    supposed   to    be    entirely    free 


from  Chinese  or  local  political  influence.  h  will  con- 
iC(|ucntly  l)e  most  advisable  not  only  to  incorporate 
non-Chinese  individuals  in  the  Management  and  in 
ihc  Board  of  Directors,  but  it  is  also  highly  to  be 
recommended  that  there  should  l>c  included  among 
the  Managers  of  the  branches  ami  agencies,  at  an\ 
rate  for  the  hrsi  five  yc.irs  after  the  opening  of  each 
oftice,  one  or  more  persons  not  of  Chinese  nationality 
and  of  undisputed  integrity  and  ability. 

This  is  not  so  absolutely  necessary  for  Correspondents, 
seeing  that  the  correspondencies  will  be  vcr>'  limited 
in  their  trans^ictions  for  the  Bank  and  will  work  under 
the  constant  su|>cr\'ision  of  the  nearest  br.inch  or 
ai^ency  and  according  to  special  instructions 

The  same  applies  to  foreign  branches  uhicii  ihc 
Central  Bank  of  China  will  eventually  have  to  establish, 
with  a  view  to  the  management  of  its  gold  reserve 
abroad.  .Among  the  Managers  of  these  offices  the 
Bank  will  necessarily  have  to  ap|)oinl  provisionally 
foreigners  of  high  repute  who  may  be  considered  lo 
possess  a  sufficient  knowletlge  of  foreign  banking  to 
enable  them  to  fulfil  the  most  diftkult  and  delicate 
Usk  of  governing  the  foreign  reserves.  It  must 
not  l>c  forgotten  that  tho.se  foreign  reserves.  es|>ccially 
at  first,  will  form  one  of  the  princi|>al  mainsta)s  of 
the  Bank  and  l>c  a  guarantee  of  the  reliability  of  iu 
notes,  and  that  it  is  of  the  greatest  importiince  for 
the  establishment  and  maintenance  of  confidence  in 
the  notes,  hence  for  the  success  of  ihc  great  currency 
and  banking  reform,  that  the  management  ot  ih«»se 
gold  reserves  should  br  in  the  hands  of  <minrniiy 
capable  and  reliable  {)er9on<i. 
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Do  not  let  Chinese  national  pride,  however  reason- 
able and  commendable  it  may  be  in  other  ways, 
prevent  this  being  done,  for  the  real  national  interest 
of  China  demands  such  action  at  first. 

On  the  other  hand  it  is  equally  decidedly  necessary 
that  persons  of  Chinese  nationality  should  have  the 
opportunity  of  co-operating  in  the  management  of 
such  offices  with  a  view  to  being  trained  for  the  post 
in  the  future.  It  is  therefore  to  be  recommended  that 
a  considerable  portion  of  the  staff  of  those  branches 
and  agencies  should  be  Chinese  who  have  already 
been  trained  in  the  banking  business  and,  more 
particularly,  it  would  be  advisable  to  select  persons 
from  among  the  best  experts  in  banking  among  the 
Chinese  themselves,  who  could  act  as  co-managers  of 
branches  in  China  or  abroad  and  as  Co-agents  or 
Deputy  Agents  in  agencies.  Most  capable  persons 
can  certainly  be  found  for  this  purpose  among  the 
members  of  the   venerable  Bankers'  Guild. 

By  means  of  a  wise  co-operation  between  Chinamen 
and  foreigners  in  this  respect,  not  only  the  Bank  but 
especially  the  general  interests  and  hence  the  national 
interests  of  China  will  be  greatly  benefited. 

The  appointment  of  Managers  of  branches  and 
agencies,  and  of  the  Correspondents  can  most  appro- 
priately be  made  by  the  Management  of  the  Bank 
with  the  approval  of  the  Board  of  Censors. 

For  the  management  and  scope  of  the  branches 
both  in  and  outside  China,  and  of  the  agencies  and 
correspondencies,  general  rules  will  be  fixed  by 
instructions.  These  instructions  will  thus  form  a  very 
considerable  portion  of  the  composition  and  government 


64 

of  the  entire  Central  Bank.  As  the  sututes.  stipulating 
thr:  or);ani/alion  And  scope  ot  ihc  Bank  itself,  mtist  be 
prepared  with  the  utmost  care  and  approved  by  the 
Government,  it  is  of  importance  that  the  instructions 
for  those  large  oflfices  to  which  a  part  of  the  work 
of  the  Central  Bank  is  deputed,  should  also  be  previously 
submitted  to  the  approval  of  the  Government  and  of 
the  high  body  which  siijK-rviscs  ;;ent:rally  the  actions 
of  the  Bank  itself.  It  will  therefore  be  absolutely 
necessary  that  these  instructions,  and  any  amendments 
made  to  them,  should  l)c  submitted  to  the  approval 
of  the  Ciovernmcni  Commissioner  and  of  lh»-  Board 
of  Directors. 

/• .      General   Advisers. 

The  Management  of  the  Bank  should  moreover  be 
given  the  power  to  appoint  indcjHrndently  its  own 
advisers  lor  certain  purposes,  e.  g.,  one  or  more  legal 
advisers  to  render  constant  assistance  by  giving  legal 
advice.  These  lawyers  need  not  l>c  in  the  service 
of  the  Bank  as  its  oHicials.  but  with  rc^^ard  to  their 
duties  they  will,  by  receiving  a  minimum  annual  fee, 
more  or  less  be  permanently  connected  with  the  Bank. 

In  the  same  way  the  Management  of  the  Bank 
could  appoint  advisers  abroad  to  assist  them  by  advising 
the  Bank  gmerally  on  the  organi7alii>n  and  the  scope 
o(  the  Central  Bank  or  in  more  special  cases  in 
judging  foreign  conditions  and  in  transacting  the 
Bank's    busin'-  •     \r   China.  The   Manaijrmcnl 

of  the  Bank  >    ^'  left  entirely  free  to  dctermmr 

for  what  pur(>oses  they  wish  to  appoint  advisers  and 
in  their  selection  of  same. 
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Besides  these  general  advisers  the  Management 
must  have  the  power  to  appoint:- 

G.     Local    Advisers 

in  those  places  where  they  may  consider  it  desirable, 
and  particularly  in  places  where  branches  or  agencies 
of  the  Central  bank  will  be  established.  These  local 
advisers  will  then  act  with  the  agencies,  in  the  first 
place  to  assist  the  Bank's  Agents  in  all  cases  in  which 
they  may  require  the  guidance  of  the  local  advisers, 
and  secondly  also  to  a  certain  extent  to  exercise  a 
local  supervision  over  the  Bank's  Agents  on  behalf  of 
the  Management. 

It  has  in  practice  already  proved  most  useful  to 
stipulate  that  the  securities  of  the  Bank  of  Issue  in  the 
custody  of  these  separate  agencies,  as  far  as  they  are 
not  required  for  daily  use,  as  for  instance  the  reserve 
of  bank-notes  which  each  agency  will  have  to  keep, 
the  similar  reserve  of  precious  metal  etc.,  should  be 
locked  up  in  a  space  set  aside  for  the  purpose  by 
the  combined  action  of  the  agent  and  at  least  one 
of  the  advisers. 

The  last  organ  of  the  Bank  of  Issue  to  be  discussed  is:- 

H.    The  General  Meeting  of  Shareholders. 

In  the  first  place  the  question  as  to  who  may  be  a 
shareholder  of  the  Bank,  and  whether  the  share  shall 
be  registered  or  to  bearer,  should  be  answered. 

In  various  banking  laws  it  is  assumed  as  a  principle 
that  only  natives  of  the  country  may  be  shareholders 
of  the   bank,   as,   for   instance,  in  Japan  and  in  Swit- 
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2crlan(l.  This  stipulation  is  based  on  the  consider- 
ation that  forci^jncrs  must  be  prcvcnlcd  Irom  bcingf 
able  to  exercise  influence  on  the  course  of  atVairs  of 
the  bank  of  issue. 

It  is  however  iloubiiui  whether  this  is  prevented 
by  prohibitiuj^  foreij^ncrs  from  heinj;  shareholders;  it 
will  obviously  be  possible  in  cver>'  country  to  find 
subjects  of  that  country  who  will  be  prepared  to  act 
as  men  of  straw  and  who  as  such  are  entirely  under 
the  influence  anil  act  according  to  the  directions 
of  foreijjners.  A  very  easy  way  of  altiiinin^  this 
object  woiiKI  be  to  incor[)orate  a  separate  limited 
company  in  the  countr)*  of  the  liank,  formed  as  a 
purely  national  comfxiny,  but  tlic  shares  of  which  could 
all   remain  in  the   possession  of  foreigners.  Those 

foreigners  could  then,  as  holders  of  those  shares,  have 
the  management  of  the  company  entirely  in  their  hands, 
even  if  the  whole  .Management  were  composed  of 
subjects  of  the  country  of  the  bank  of  issue.  The 
bank  of  issue  would  then  not  be  able  to  prevent 
this  apparently  entirely  national  company  from  owning 
shares  of  the  bank  of  issue  and  of  exercising  share- 
holders' rights,  hence  also   voting. 

It  will  Ix:  very  difficult  to  formulate  a  prohibition 
preventing  foreigners  from  taking  part  in  the  capiul 
of  the  bank  of  issue  which  could  not  in  some  fairly 
easy  way  or  other  l>e  cvadetl  by  means  of  similar 
physical  or  legal  figure-heails.  Hence  I  cannot  see 
theatlvantage  ofany  stipulation  that  the  shares  of  the 
new  Central  Hank  of  China  may  not  be  owncil  by 
foreigners.  It  is  (at  better  by  means  of  the  Sututes 
to  create  such  rcstriaions  of  the  power  of  the  share- 
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holders  that  the  influence  of  foreigners  in  their  capa- 
city of  shareholders  may  be  sufficiently  counteracted. 
It  appears  to  me  that  by  means  of  the  system  briefly 
detailed  above  of  curtailing  the  rights  of  shareholders 
and  by  means  of  the  election  of  the  members  of  the 
Management  by  gradations  through  the  Board  of 
Directors,  and  by  the  stipulation  that  part  of  the 
Management,  viz.,  the  President  and  the  Secretary, 
shall  always  be  Chinamen,  appointed  by  the  Chinese 
Government,  will  answer  the  purpose  far  better  in 
checking  any  undesired  influence  of  foreigners  upon 
the  Bank  of  Issue. 

On  the  other  hand  it  is  certain  that  it  will  be  much 
better  for  the  standing  of  the  Bank  and  the  confidence 
to  be  placed  in  it  both  by  the  Chinese  and  foreigners, 
which  last  mentioned  will  in  many  cases  come  into  close 
touch  with  the  Bank,  if  its  shares  could  find  purchasers 
outside  the  country's  frontiers,  and  among  other  indi- 
viduals than  its  own  subjects,  and  that  those  foreign 
holders,  without  having  any  direct  influence,  should 
nevertheless  also  exercise  some  supervision  on  the 
proper  working  of  the  Bank  of  Issue  if  it  be  only  by 
the  very  indirect  way  described  above.  Hence  it 
not  infrequently  occurs  in  other  countries  that  foreigners 
are  not  prohibited  from  acquiring  shares  in  the  bank 
of  issue,  and  exercising  as  such  the  same  rights  as 
those  possessed  by  national  shareholders. 

The  capital  of  a  bank  of  issue  does  not  to  the 
same  extent  serve  as  working  capital  as  that  of  ordinary 
banks  seeing  that  the  bank  of  issue  obtains  its 
operating  capital  almost  entirely  from  the  issue  of 
bank-notes  and  from  the  deposits  and  current  accounts. 
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It  U  for  this  reason  that  in  the  statutes  of  a  liank  ol 
issue  wc  frccjuentJy  find  a  stipulation  that  the  whole 
capital  of  the  comjjany  to^jcthcr  with  its  rcser\'c  fund 
v.hall  be  invested  scj>aratcly  in  stocks,  so  that  the 
so-called  capital  of  the  bank  of  issue  compIcteK 
loses  the  character  of  working  capital  and  is  practically 
turned  into  a  kind  of  reserve  fund,  I  he  acceptance 

of  shareholders  of  a  Iwink  of  issue  also  primarily  serves 
to  make  it  possible  to  create  an  institution  with  a 
separate  Icjjal  existence  which  consrqurntly  docs  tmt 
come  into  the  hands  of  the  State. 

Mr.  Georges  Pai.i^in,  Governor  oi  liic  ii.ink  oi 
France,  expressed  this  character  very  cle«irly  in  his 
interview  with  the  American  Moncury  Commission, 
viz.,  "The  capital  in   reality  only  tills  the  oftice  of 

a  pledjje"  and  further  "The  capital  is  rntirfly  private 
property"  (p.   189-190  "Intcr\icws" 

It  will  ajjain  l)c  seen  from  these  an ms  now  a 
bank  of  issue  is  in  many  countries  considered  as  an 
entity  entirely  a|>art,  with  its  own  peculiar  character, 
and  is.  to  ^ive  it  its  l^iin  term,  a  body  "sui  >jencris". 
Ilcncc  it  differs  in  nature.  comi)Osiiion  and  scope  from 
ordinar)'  l)ankin);  houses,  as  both  the  Government  and 
the  Bank's  shareholders  are  jjivcn  a  certain  amount  ol 
inHiicnce  but  at  the  same  time  neither  the  (iovcrnmcnl 
nor  the  shareholders  are  really  .sole  masters  of  the  busi- 
ness. Particularly  on  this  account  there  need  l)c  n<» 
fear,  generally  sj>cakinjj.  of  admitting  foreij»ncrs  to  be 
shareholders,  on  the  contrary,  the  general  sunding 
of  the  Hank  will  rather  be  improved  by  having 
foreigners  as  sharrholdcrs. 

There    arc    still    two    other    ways    of    counteracting 


60 

undesirable  foreign  influence  on  the  Bank,  viz.,  by 
having  the  shares  registered  and  by  restricting  the 
right  of  voting. 

The  most  practical  way  would  be  to  stipulate  that 
all  the  shares  of  the  Bank  must  be  registered  in  the 
name  of  the  owners.  The  transfer  of  shares  can 
only  be  effected  after  the  new  owner's  name  has  been 
registered  in  the  books  of  the  Bank  and  an  endorsement 
made  on  the  share-warrants  by  the  Management  of 
the  Bank,  and  they  shall  be  at  liberty  to  refuse  to 
accept  any  individual  or  body  proposed  by  the  vendor 
as  new  shareholder,  without  giving  any  reason.  A 
similar  regulation  appears,  inter  alia,  in  the  Statutes 
of  the  State  Bank  of  Germany. 

A  very  useful  means  of  checking  improper  influences 
is  the  limitation  of  the  vote.  In  the  first  place  it 
could  be  stipulated  that  no  person  shall  be  entitled  to 
vote  at  the  meetings  of  shareholders  unless  the  shares 
have  been  registered  in  their  names  more  than  6 
months     previously.  This     will     seriously     impede 

any  buying  up  of  shares  at  a  given  moment  for  a 
certain  purpose.  It  could  moreover  be  stipulated 
that  holders  of  less  than  five  shares  have  no  right  to 
vote.  Holders  of  not  less  than  five  shares  have 
one  vote,  and  one  more  vote  for  every  five  shares 
above  this  number,  but  no  one  may  return  more  than 
six  votes,  however  many  shares  he  may  possess. 

A  holder  of  30  shares  has  for  instance  six  votes, 
and  a  holder  of  3000  has  also  six  and  no  more. 
It  could  also  be  stipulated  that  shareholders  need  not 
appear  at  the  meetings  personally  to  exercise  their 
right   to  vote,    but  that  they  may  delegate  their  right 


to  a  proxy,  who  must  however  also  be  a  votings 
sharchoKlcr  and  who  may  not  as  a  proxy  return  more 
than  six  voles.  Hence  the  maximum  number  of 
votes  that  a  proxy  may  return  for  himself  and  his 
mandator  shall  never  exceed  twelve.  Any  member 
of  the  Mana>;emcnt  or  of  the  Hoard  of  Directors,  the 
Government  Commissioner  or  any  official  in  the  iiank's 
service  should  be  prohibited  from  acting  as  proxy  for 
any  other  shareholder. 

Amendments  of  the  Statutes  of  the  Hank  can  only 
be  {>assed  if  not  less  than  two-thinls  of  the  shares  of 
the  Hank  already  issued  are  represented  in  the  meeting, 
while  a  resolution  for  such  an  amendment  can  only 
be  passed  by  a  majority  of  two- thirds  of  the  votes 
returned  in  such  a  mectinjj.  It  must  be  borne  in  mind 

that  the  number  of  votes  returned  at  such  a  meeting 
will  not  be  in  proportion  to  the  number  of  shares 
represented  at  tlie  meetinj^s  as  holders  of  more  than 
30  shares  may  nevertheless  only  return  6  votes.  Hven 
if  in  this  manner  the  shareholders  can  only  dispose 
of  a  limited  number  of  voles,  they  could  still  prevent 
undesirable  amendments  being  made  by  withholding 
their  shares,  so  that  the  required  numl>cr  of  two-thirds 
of  the  shares  issued  would  not  be  represented  at  the 
meeting;. 

It  may  however  occur  that  amendments  which  arc 
both  in  the  interest  of  the  Hank  and  of  the  pulilic 
will  l>c  necess,ir)*.  but  through  unforeseen  circumstances 
the  required  lwi>  thirds  of  the  sh.ircs  issued  cannot  l)c 
collected  at  a  meeting.  With  a  view  to  this  |>ossibiiity 
some  arrangements  will  have  to  be  made  in  order 
to  ensure  the  desired  amendment  being  passed  even 
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with  a  smaller  number  of  shares  represented,  provided 
sufficient  guarantee  is  given  to  prevent  a  smaller 
majority  passing  a  hasty  or  ill-considered  resolution. 
It  could  be  stipulated  that  if  less  than  two-thirds  of 
the  issued  capital  is  represented  at  the  first  meeting, 
the  Management  shall  be  authorized  to  reserve  the 
proposed  amendment  until  the  next  meeting  of  share- 
holders, to  be  convened  by  them  within  not  less  than 
three  months  from  the  first  meeting,  and  this  meeting 
could  be  given  full  power  to  pass  resolutions,  inde- 
pendent of  the  number  of  shares  represented,  but  with 
not  less  a  majority  however  than  two-thirds  of  the 
shares  represented  at  that  meeting.  By  making 
obligatory  the  wide-spread  publication  of  the  convocation 
to  this  meeting  by  the  Management  and  by  stipulating 
that  all  shareholders  of  the  registered  shares  shall  be 
convened,  by  letter  addressed  to  their  last  known 
residence,  to  the  meeting  in  which  an  amendment  of 
the  Statutes  will  be  proposed,  with  full  notification  of 
the  susforested  amendment,  the  shareholders  will  thus 
have  sufficient  opportunity  to  guard  against  any  hasty 
resolutions  being  passed  contrary  to  their  interests,  or  to 
those  of  the  public  in  general.  These  lairly  long 
periods  will  allow  shareholders  who  do  not  agree  with 
the  proposed  amendments  ample  time  to  publish  their 
objections  in  the  newspapers  or  in  some  other  way, 
and  thus  induce  public  discussion.  By  this  means 
there  is  therefore  sufficient  guarantee  that  public  opinion 
can  make  itself  felt  against  undesirable  inllucnces, 
whereas  on  the  other  hand  there  is  opened  the 
possibility  of  enabling  well  considered  amendments 
being  brought  about  within  a  reasonable  space  of  time. 
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In  the  way  briefly  sketched  above,  the  gciieraJ 
meeting  of  iharcholders  can  be  prcventcn)  from  havinfj^ 
a  too  )^eat  influence  on  the  affaipi  of  the  Bank  ot  Issue, 
which  would  enable  powerful  concerns,  combinaliotis 
of  bankers  or  political  persons  in  the  long  run  to  use 
the  llank  for  their  own  private  ends,  whereas  the 
method  al)ovc  described  still  leaves  sufficient  power  in 
the  hands  of  shareholders  in  cases  where  vital  questions 
of  the   Hank  arr  at  stake. 


<  M.\i'ri-:k  \ 

The  capital  of  the  Central  Bank 

I  nave  already  brielly  explained  that  the  c.ipiul  of 
the  Bank  of  Issue  docs  not  play  the  same  |>art  as  the 
capital  of  ordinary  kinking  concerns,  seeing  that  it 
does  not  serve  as  the  Bank's  working  capital.  It  in 
therefore  practically  a  matter  of  indifference  whether 
the  Bank  has  a  large  capital.  It  would  even  be 
wise,  at  any  rate  at  first,  to  kcc|»  the  amount  of  cap- 
ital com|>arativcly  low.  It  will  then  be  easier  to 
place  and  it  will  soon  produce  a  satisfactor)'  return. 
Care  should  on  the  other  hand.  l>c  taken  that  the 
shareholders'  profit  should  not  Ixrcomc  so  excessive 
that  a  struggle  would,  as  it  were,  arise  for  the  poft- 
srvsion  of  the  shares;  on  this  account  many  countries 
have  adopted  the  principle  that  in  the  first  place  a 
suitable  amount  should  be  put  aside  from  the  prohts 
for  the  shareholders,  but  that  the  greater  p;irt  or  the 
whole  of  the  profit  exceeding  nuch  amount  should  lie 
returned  to  the  community. 
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This  system,  i.e.,  of  a  comparatively  small  share-cap- 
ital and  the  distribution  of  a  reasonable  profit  among  the 
shareholders  to  the  exclusion  however  of  excessive 
profit,  has  in  practice  met  with  such  good  results  that 
I  urgently  recommend  the  acceptance  of  a  similar 
system  for  the  Central  Bank  of  China. 

The  Government  apparently  intends  to  hx  the  cap- 
ital of  the  Central  Bank  of  China  at  the  sum  of  at 
least  60  million  dollars.  It  seems  to  me  that  such 
an  amount  for  the  capital  of  the  Bank  is  not  only 
entirely  unnecessary,  but  will  be  open  to  grave  object- 
ion. In  the  first  place  it  will  not  be  easy  to  place 
such  a  capital  quickly;  again,  it  will  be  difficult  in 
the  beginning  to  produce  a  reasonable  return  on  such 
a  large  amount  of  capital.  The  Management  would 
then  perhaps  be  led  to  employ  that  capital  in  the 
ordinary  business  of  the  Bank,  through  which  the 
Bank  would  however  lose  considerable  support  that 
it  could  retain  if  the  entire  capital  were  separately 
invested  outside  the  Bank's  business  in  gilt-edged 
securities,  so  that  the  capital  would  form  a  sound 
reserve  at  all  times,  independently  of  the  business 
of  the  Bank  itself.  In  this  way  it  would  become  still 
more  difficult  to  earn  a  fair  profit  for  the  shareholders, 
in  case  the  share-capital,  in  proportion  to  the  working 
capital  obtained  from  the  issue  of  notes,  should  be  un- 
favourably influenced  by  reason  of  its  abnormal  amount. 

It  is  by  no  means  immaterial  to  the  standing  of 
the  Bank  whether  a  considerable  return  is  obtained 
on  the  actual  share-capital.  Do  not  therefore  render 
the  earning  of  this  profit  more  difficult  by  making  a 
large  capital  from  the  beginning. 
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I  would  therefore  su^^cst  that  the  share-capital 
should  not  at  first  exceed  the  sum  of  lo.ooo.ooo  Chin- 
ese dollars  (practically  equal  to  £  i.ooo.cxo  sterling 
and  to  20.cxx>.ooo  of  the  new  unil-s  proposed  by  mc 
for  the  currency  in  China)  for  the  alK>ve  reasons  and 
those  defined  in  my  book  -On  Chinese  Currency, 
X'olume  1".  and  if  for  various  reasons  it  shouKl  prove 
desirable  to  increase  the  capital  it  could  l>e  raised  to 
double  that  amount,  viz.,  20.cxx).ooo  dollars  or  about 
40.CX30.000  of  the  said  units.  Suppose  the  capital 
is  fixed  at  to.ooo.ooo  Chinese  dollars  and  (hat  within 
a  comparatively  short  sp;ice  of  time  the  issue  of  notes 
would  amount  to  200.000.000  (not  an  excessive  amount 
considering  that  according  to  a  recent  official  estimate 
£  20.000.000  was  the  nominal  value  of  the  Provincial 
Government  notes  at  present  in  circulation  in  the  entire 
Slate  of  China,  the  actual  value  of  which  is  approxim- 
ately £  13.000.000  or  about  130.000.000  Chinese  dollars, 
the  redemption  of  which  will  proUibly  l)e  one  of  the  first 
dtities  of  the  Central  Hank)  and  suppose  further  that  for 
the  time  bein>^  only  30  O/o  of  this  note  issue,  a  ver)* 
low  figure,  could  l>c  employed  in  the  business  of  the 
Hank,  while  the  remaining  70^/0  wouKi  have  to  be  set 
aside,  either  in  precious  metal  or  partly  invested  in  the 
gold  reserve  abroad,  it  will  be  readily  aj^recd  that 
an  average  interest  of  3  Oyo  co"Id  be  made  for  insLince 
on  half  the  amount  of  200.000.000  Chinese  dollars 
of  the  notes  issued,  i.  e..  3.000.000  Chinese  dollars. 
If  the  working  ex|>enses  of  the  Hank  and  the  cost 
of  printing  the  notes  etc.,  is  estimated  at  2.000.000 
Chinese  dollars  (proKibly  a  too  high  estimate)  then 
there  would  still  remain  a  net  profit  of  t  .000.000  dollars. 
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making  lo  %  gross  on  the  share-capital,  or  7  0/q  net 
on  the  same  capital  according  to  the  distribution  of 
profits  proposed  in  Chapter  XX.  This  profit  would 
then  be  increased  with  the  revenue  obtained  from  the 
actual  investment  of  the  share-capital  itself. 

I  shall  not  discuss  the  distribution  of  profits  further 
here  as  I  have  devoted  a  separate  chapter  to  it  (see 
p.  223).  I  only  wished  to  show  the  desirability  of 
not  beginning  with  a  too  large  share  capital  for  the 
Bank  of  Issue.  With  a  view  to  the  distribution 
of  votes  it  will  be  advisable  not  to  make  the  shares 
of    too    large    denominations.  I    would    therefore 

suggest  that  the  amount  of  the  shares  should  be  fixed 
at  1000  of  the  new  units  proposed  by  me,  which  are 
approximately  of  the  same  value  as  a  thousand  Reichs- 
mark,  fifty  pounds  sterling  or  two  hundred  and  forty 
American  dollars. 


PART    III. 
THE  DUTIES  OF  THE  CENTRAL  BANK. 

CHAPTER  \T. 

The  duties  of  the  Central  Bank  on  behalf  of 
the  State  and  in  the  public  interest. 

The  Central  Bank  can,  on  behalf  of  the  State,  fulfil 
two  functions,  viz:- 

a.    That  of  collector  and,  to  a  certain  extent,  of  agent 

of  the  State ; 
6.    that  of  banker  of  the  State. 

These  functions  must  at  all  times  be  very  clearly 
distinguished  on  account  of  the  most  important  differ- 
ences in  the  consequences  of  the  Bank's  duties  in 
these  two  capacities. 

A.     The  Bank  as  collector  for  the  State. 

If  the  Bank  is  organized  on  a  sound  basis  it  will 
be,  not  only  in  name  but  also  in  fact,  the  central 
money  institution  of  the  whole  country,  which  will 
eventually  spread  its  branches  and  agencies  all  over 
the  country  and  will  everywhere  be  looked  upon  as 
the  institution  most  capable  of  gaining  the  confidence 
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of  the  public.  This  will  particularly  be  the  case  if  one 
is  convinced  of  the  ilisintcrcstcdncss  of  its  manaj^rmcnt 
and  that  it  works  as  much  as  possible  for  the  public  };ood 
without  respect  of  |>cr5ons. 

Owin^;  to  these  various  reasons  the  Centnd  Hank  will 
;it  once  be  marked  out  as  it  were,  to  act  as  collector 
for  the  State  at  all  places  where  its  branches  arc 
established.  Moneys  tem[)orarily  not  required  by 
the  SLite  Administration  must  be  deposited  at  the 
Bank  and  receivers  of  taxes  and  paymasters  of  State 
cx[>enses  shall  as  much  as  possible  deposit  there,  to 
the  credit  of  the  Sute.  the  moneys  not  immediately 
required  by  them,  and  shall  withdraw  from  the  Bank, 
on  account  of  such  credit,  moneys  they  mi^ht  require 
for  payments.  In  this  manner  it  may  be  assumed 
that  these  temporary  cash  deposits  of  the  State  at 
various  places  will  l)e  kept  in  a  way  which  j^'uarantecs 
the  greatest  security  to  the  Sute,  but  these  temporary 
deposits  may  thus  assist  in  extending  the  available 
resources  of  the  Bank,  so  that  the  Bank  will  again  be 
in  a  position  to  make  use  of  these  moneys,  by  means 
of  its  centralizing  organization,  as  much  as  possible  to 
the  l>enefit  of  the  general  credit  of  the  countr>'.  A  cash 
surplus  which  lies  in  the  custody  of  a  Stale  receiver 
for  any  length  of  time  is  dead  capital;  the  same  cash 
surplus  dci>osited  at  the  Bank  of  Issue  may  partly 
l>e  used  for  the  pur{>oset  which  the  Bank  of  Issue 
should  aim  at  by  virtue  of  its  vocation,  and  consc- 
(juently  Ix:  employed  to  the  public  gootl. 

This  function  of  collector  fulfilled  by  the  Bank  not 
only  gives  the  State  a  degree  of  safety  and  provides 
the   possibility   of  partly   using  the  moneys  deposited 
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in  the  public  inte  rest,  butthe  Central  Bank,  with  its 
numerous  branches  distributed  all  over  the  country,  is 
eminently  suited  for  remitting-  moneys  for  the  account 
of  the  State  in  the  simplest  possible  manner.  The 
Bank  could,  for  instance,  in  its  own  offices  create  at 
many  places  smaller  local  money  centres  in  which  the 
monetary  traffic  of  the  district  could  be  concentrated  as 
much  as  possible.  As  far  as  this  may  at  first  be  found 
convenient  the  Bank  will  in  China  naturally  be  obliged 
to  keep  a  certain  amount  of  metal  in  its  vaults, 
preferably  in  the  coin  of  the  country  in  precious 
metal,  against  its  note  issue.  This  stock  of  metal 
need  not  be  kept  at  one  central  place,  but  the  practice 
of  the  Bank  of  Issue  should  rather  be  to  provide  the 
branches  and  agencies  each  with  a  fairly  considerable 
deposit  of  their  own,  while  keeping  a  large  amount 
at  the  head  office.  Now  each  of  these  branches 
or  agencies  may  act  as  a  place  where  the  temporary 
cash  surplus  of  that  district  is  collected.  The  metal 
money  accumulated  in  this  fashion  may  serve  as  a 
portion  of  the  general  metal  stock  of  the  Bank  to 
cover  the  issue  of  notes,  even  if  such  issue  should  be 
done  in  an  entirely  different  part  of  the  country,  where 
there  was  at  the  time  a  greater  demand  for  the  medium  of 
exchange.  The  Bank  may  then  safely  leave  this 
excess  of  metallic  money  in  the  vaults  of  such  a  local 
centre,  unless  the  accumulation  should  proportionally 
become  so  large,  and  the  need  of  metallic  money  in 
other  places  so  urgent,  that  the  remittance  of  the  actual 
metallic  money  should  become  necessary.  The  chances 
are  however  that  this  will  only  occur  in  exceptional  cases. 
Such     an     accumulation    of   money    in    one    of   the 
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centres  indicates  that  there  is  for  the  time  bcinj^  too 
much  cash  in  that  centre,  and  it  may  be  necessary 
to  remove  this  excess  in  some  way  or  other  to  one 
or  more  places  where  there  is  a  need  of  the  pecuniar) 
medium.  Now  if  there  were  no  Central  Bank,  or  if  it 
were  not  established  in  such  a  centre  of  abundance, 
there  would  scarcely  be  any  other  way  left  than  lo 
send  these  supcrlluous  moneys  to  other  places  where* 
they  could  be  more  prorttxibly  used.  Owinj;  to  the 
numerous  fluctuations  which  as  a  rule  occur  in  the 
demand  for  cash  in  various  places,  frequently  within 
•>ne  year,  as  for  instance  the  demand  for  money  in 
the  bcjjinnin^j  of  the  agricultural  season  and  the 
abundance  of  it  in  harvest  time,  actual  remittances 
of  money  would  be  requireii  unless  the  Central 
Bank  should  render  these  remittances  unneccssar> 
by  offcrini^  to  accept  superfluous  money  in  one 
place  and  to  provide  it  from  its  own  resources  in 
places  where  a  want  of  money  arises.  Similarly  the 
Bank  could  render  the  Stale  ^rcat  service  as  iu 
collector,  for  on  receivinjj  ta.xes  which  prove  to 
be  unrequired  in  any  districts  it  could  remit  this 
money  to  otlier  places,  by  means  of  its  internal 
or^'anizalion.  wherever  the  Slate  may  require  it. 
In  this  way  an  excess  of  taxeii  received  in  Canton 
can  Ik:  transferred  to  Shanyjhai.  from  Tientsin  to 
I'ekinjf  and.  simultaneously,  any  money  required  in 
Mukden  could  be  transferred  thither  from  Shan^^hai 
or  Pekin^j  through  the  Central  Bank,  while  it  will 
probably  not  be  at  all  necessary  to  make  any  actual 
consi^^nroent  of  hard  cish  to  complete  these  transactions. 
Tht:  looal  superabundance  in  Canton  can  be  deposited 
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at  the  Bank's  office  there  while  the  branch  at 
Mukden  could  place  notes  at  the  disposal  of  the 
Central  Government  against  this  deposit  or  vice  versa. 

The  facilities  thus  rendered  to  the  State  by  the 
Bank  could  also  be  given  to  provinces,  municipalities 
and  large  institutions  as,  for  instance,  the  Customs. 
If  the  Bank  is  established  in  several  principal  places 
in  one  province,  it  could  stimulate  a  circulation  between 
those  places  in  the  same  way  as  it  could  do  between 
places  situated  in  various  parts  of  the  whole  country. 
The  Customs  could,  for  instance,  by  this  means  transfer 
the  surplus  of  export  duties  received  by  the  Bank  at 
the  frontier  station  in  Manchuria  to  Han-Kow  or  Amoy, 
or  any  other  place  desired  by  the  administration  of 
the  Customs. 

It  will  be  .seen  that  the  Central  Bank  is  in  a  better 
position  to  effect  such  transfers  of  money  than  any 
other  corporation,  mainly  owing  to  its  obligation  to 
keep  stocks  of  money  throughout  the  country  that 
need  not  lie  idle  for  the  Bank,  because,  by  means  of 
its  peculiar  organization,  it  has  the  power  to  issue  notes 
at  one  place  against  a  cash  deposit  at  another  place. 

If  under  extraordinary  circumstances  it  appears 
that  the  transfers  of  money  in  a  certain  direction  take 
a  long  time  or  are  for  too  large  amounts,  the  Central 
Bank  may  eventually  be  obliged,  in  order  to  restore 
the  equilibrium,  to  resort  to  the  consignment  of  hard 
cash.  It  would  therefore  only  be  reasonable  that 
the  Bank  should  in  general  charge  a  certain  commis- 
sion for  its  services  in  transferring  the  money.  This 
commission  can  however  as  a  rule  be  less  than  the 
cost  of  an  actual  remittance  of  money,  because  under 
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normal  circumstances  ihc  Central  Bank  will  be  able 
to  clear  such  amounts  between  its  offices,  su  that  the 
amount  o!  money  finally  transferred  ///  Hatnra  would 
certainly  be  considerably  less  than  the  toul  amount 
of  remittances  effected  both  ways  for  third  parties. 

It  may  be  well  to  observe  in  this  connection  that 
it  is  the  bounden  duly  of  the  Government  to  sec 
that  there  is  sufficient  coin  available  for  circulation 
throuj^hout  the  wliole  country,  and  the  Government 
may  not  shift  this  obligation  on  to  the  Bank  of  Issue. 
The  Bank  may  tlicreforc  only  render  assistance  to  the 
Government  and  may  not  be  forced  to  remit  money 
at  its  own  expense  in  such  cases  where  the  interest 
of  the  Government  should  require  such  remittance, 
and  not  that  of  the  Bank. 

If  the  Bank  nevertheless  were  to  undertake  the 
remittance  of  such  money,  the  Ciovernment  should 
reimburse  the  Bank  any  expense  incurred. 

/y.  The    Bank    as    banker    for  the  State. 

Althoujjh  the  function  of  collector  or  receiver  for 
the  State  may  frc(|uently  blend  with  the  Bank's  services 
to  the  Sute  as  banker,  the  latter  duties  arc  of  a 
totally  different  character.  The  State  will  not  in 
such  cases  require  the  Bank's  assistance  to  execute 
certain  duties  on  its  Ix^half.  but  it  will  apply  to  the 
Bank  to  Ix:  supplietl  with  means,  which  tlie  Stale  could 
not  at  that  moment  obtain  elsewhere  on  l)etter  conditions. 

The  Central  Bank,  which  transacts  or«linary  lankin^ 
business  to  a  not  inconsiderable  extent,  must  as  much 
as  possible  be  open  to  ever>'  one  in  this  capacity. 
(I    shall    touch    u|>on    this    more    in    detail    later    on). 
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Hence  it  would  in  itself  not  be  unreasonable  to 
expect  the  State  to  claim  the  right  of  having  banking 
business  with  the  central  institution  like  everybody 
else  and  it  may  sometimes  occur  that  it  will  attempt 
to  do  so.  I  have  already  pointed  out,  in  statements 
of  a  more  theoretical  nature,  that  the  public  interest 
will  require  of  the  Bank  that  it  should  act  with 
great  circumspection  in  its  banking  relations  with 
the  State,  and  that  it  should  keep  active  super- 
vision on  business  of  this  nature,  even  more  so  than 
in  the  case  of  private  persons.  For  involuntarily, 
the  Bank  may  allow  the  State  to  acquire  influence  on 
the  Management  of  the  Bank,  which  would  then  be 
easily  led  to  do  business  for  the  State  which  the 
Bank  would  not  readily  do  for  other  persons.  It  is 
therefore  absolutely  necessary  that  the  Bank  should, 
in  the  public  interest,  look  upon  the  State  in  its 
banking  relations  as  if  it  were  a  private  person  but 
possessed  of  the  means,  however,  which  are  at  the 
disposal  of  the  State.  It  must  then  be  decided 
whether  the  Bank  would  be  prepared  to  do  similar 
business  on  behalf  of  such  a  private  person  (powerful 
merchant,  banking  concern  or  some  such  large 
institution),  for  one  must  above  all  prevent  business 
being  done  for  the  State  for  which  it  would  apply  in 
vain  to  the  public  market.  I  have  already  explained 
above  on  what  treacherous  ground  one  would  then 
be  treading  and  how  bank-notes  issued  against  such 
a  State  debt  not  desired  on  the  open  market  would 
ultimately  no  longer  be  covered  and  would  suffer 
depreciation,  to  the  great  injury  of  both  State  and 
public.         The  Central  Bank  must  therefore  be  more 
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than  usually  careful  in  accepting  on  their  own  account 
either  Treasury  notes  or  Government  loans  in  other  forms. 
It  is  a  totally  clitTercnt  thin^(  however  for  the  liank  to 
place  such  Treasury  notes  or  loans  on  Inrhalf  and  at 
the  risk  of  the  Government,  and  thus  only  acitn^  as 
middUman  between  the  State  and  the  invcstin^^  public 
at  home  or  abroad,  and  there  are  undoubtedly  circum- 
stances in  which  the  Hank  can  be  of  service  to  the 
State  in  this  way;  but  then  the  Bank  is  simply  a 
middleman  or  aj^ent  and  is  really  nothing  more  than 
the  cashier  or  receiver  for  the  Slate,  as  already  men- 
tioned. It  is  however  most  prol^ablc  that  in  many 
cases,  if  not  always,  it  would  also  be  l>etter  for  the 
Government  itself  to  apply  direct,  without  the  inter- 
vention of  the  Central  Bank,  to  lar^^e  bankinj^  concerns 
l>oth  at  home  and  abroad  to  [)lacc  on  the  market  such 
loans  in  the  form  of  Treasur)  notes  or  ordinary  loans 
by    means    of    the    hnancial    institutions.  If   these 

institutions  are  prepan  d  to  lend  their  services  for  the 
purpose,  they  will  undoubtedly  reach  a  j/rcater  circle 
of  investors  at  home  and  abroad  than  the  Central 
Bank,  and  it  is  also  better  on  this  account  that  the 
Central  Bank  should  transact  such  loan  business  for 
the  Government  in  s|)ecial  cases  only,  and  should 
limit  itself  .»s  much  as  |>ossible  to  the  duties  of  a  l>ank 
of  issue  pro|>cr. 

CHAITIK   \II. 

The  CiMUral   Hn t^k  and  the  currency 

rhe    Bank   will   also    Ixi    of  si^al    service    to    the 
State    by    jfiving   its  support    and    assisLinc<r    towards 
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a    serviceable    currency    in    the   country. 

The  Bank  would  find  ample   scope    in  this  direction, 

and  such  work  may  certainly  be  considered  to  belong 

to  the  vocation  of  the  Bank  of  Issue. 

The  Bank  would  render  service  in  the  following  three 

directions: 
I.  By  issuing,  hence  bringing  into  circulation,  good 
coin  of  the  country,  and  by  collecting  the  super- 
fluous coinage  in  circulation. 
II.  By  maintaining  the  gold  parity  of  the  home 
currency  in  connection  with  the  foreign  rates  of 
exchange  by  supervising  the  condition  of  the 
rates  to  and  from  foreign  countries. 

III.  By  assisting  in  the  withdrawal  of  undesirable 
circulating  mediums,  such  as  Government  notes, 
which  are  exposed  to  depreciation  or  have 
already  suffered  depreciation;  by  the  collection 
of  any  silver  coin  which  is  to  be  withdrawn  from 
circulation,  and  finally  by  the  withdrawal,  if 
possible,  of  copper  coin  when  this  proves  to  be 
necessary  for  the  improvement  of  the  condition 
of  the  currency.  The  last  mentioned  points 
chiefly  refer  to  the  co-operation  which  can  be 
given  in  case  of  the  currency  reform. 

I.  It  will  afford  considerable  support  to  the  circula- 
tion in  the  entire  country  if  the  Central  Bank  is 
prepared  to  assist  in  bringing  good  kinds  of  coin  into 
circulation. 

Everyone  who  receives  hard  cash  from  the  Bank 
of  Issue  may  as  a  rule  rely  upon  the  coin  being  true, 
as  the  staff  of  the  Bank  of  Issue  will  keep  sharp  con- 
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irol  on  the  coins  pa^ising  through  their  hands.  In 
this  manner  the  Bank  of  Issue  can  largely  co-oj>eratc 
in  promoting  the  confidence  of  the  public  in  the 
genuineness  of  the  coin  of  the  countr)'. 

The  Central  Hank  must  l>e  prepared  not  only  to 
issue  coins,  but  also  to  collect  them  in  the  public 
interest,  either  l>ccause  there  is  no  further  demand  for 
this  coin  in  circulation  or  simply  because  they  are 
presented  to  the  Bank's  cashiers  to  l)C  exchanged. 
The  otTicials  of  the  liank  shall  on  receipt  of  coin  take 
great  care  not  to  f>ass  any  false  coin,  and  in  this  way 
assist  in  purifying  the  circulation.  The  false  or 
damaged  coins  must  not  be  simply  returned  to  tlie 
tenderers,  and  should  the  Bank  fmd  suOicient  ground 
to  do  so.  it  should  institute  an  inquiry  as  to  the  origin 
of  such  false  coin.  If  however  the  coins  arc  not 
required  for  the  purpose  of  such  inquiry  they  could 
be  returned  to  the  tenderer,  but  not  before  an  official 
of  the  Bank  has  cut  them  in  two  by  means  of  shears, 
so  that  the  coin  can  no  longer  serve  as  money  and 
the  holder  will  in  this  manner  only  get  the  coin  at  its 
bullion  value.  The  officials  will  undoubtedly  have 
disagreeable  experiences  by  acting  thus  on  receipt  of 
false  or  purposely  damaged  coin,  as  many  a  tenderer 
will  protest  against  the  confiscating  or  cutting  of  coins 
prcvrntc  1  by  him.  It  is  nevertheless  of  great  import- 
ance for  the  public  that  the  Bank  should  systematically 
adhere  to  this  course  and  render  bad  coin  unsuitable 
for  further  circulation.  The  Bank  must  also,  in  the 
performance  of  these  duties  generally,  be  strongly 
supported  by  the  Government  and  the  judicial 
authorities,  and  it  would  be  advisable  for  the  Govern- 
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ment  to  give  the  Bank  a  special  commission  in  this 
respect,  either  as  one  of  the  conditions  on  which  its 
charter  is  granted  or  by  a  mutual  agreement  to  be 
made  with  the  Bank  on  this  point. 

We  have  already  seen  above  what  a  useful  part  the 
Bank  could  fill  by  being  always  prepared  to  withdraw 
superfluous  money  from  circulation.  Practically  in 
every  country  where  there  is  a  bank  of  issue  these 
quantities  of  superabundant  coin  are  withdrawn  from 
circulation  by  the  bank  and  preserved  in  its  vaults 
until  the  need  of  coin  is  again  felt  and  the  public 
will  apply  to  the  bank  for  it  according  to  their 
requirements.  In  this  way  the  Central  Bank  will  be 
the  large  reservoir  in  which  temporary  abundance  is 
hoarded  and  from  which  everyone  can  draw  when  a 
need  for  metal  circulation  is  felt  afresh. 

The  collection  and  re-issue  of  gold  coins  can,  generally 
speaking,  scarcely  be  called  a  difficulty  for  the  Central 
Bank.  There  will  be  a  somewhat  greater  difficulty 
in  doing  the  same  with  larger  silver  coins,  but  as  it 
is  after  all  one  of  the  duties  of  a  bank  of  issue,  the 
Bank  in  China  will  also  have  to  take  measures  to 
cope  with  the  difficulty. 

The  case  is  totally  different  however  with  both 
silver  and  nickel  subsidiary  coins,  and  particularly 
copper  subsidiary  coins.  These  coins  of  an  inferior 
value  cannot  serve  the  Bank  as  a  counter-value  for  its 
note  issue  and  an  excessive  abundance  of  such  coin 
has  frequently  proved  disastrous.  The  Bank  must 
therefore  be  quite  free  to  refuse  to  accept  such  coin  in 
anything  like  large  quantities  on  its  own  account,  and  if 
the  general  currency  laws  of  the  country  contain  the 
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rmttonal  stipuUtion,  (in  force  practioUly  everywhere) 
that  no  one  shall  be  obliged  to  accept  a  lar^^er  amount 
than  a  ceruin  sum  in  sub^iiiiary  coin,  e.j^'.  20  dollars 
for  Hilver  coin  and  5  or  perhaps  2  dollars  for  copper 
coin,  this  slip.iUtion  should  also  apply  lo  the  lUnk. 
so  that  it  may  also  h.ivc  the  ri^ht  lo  refuse  to  accept 
Urge  amounts  on  its  own  account.  It  may  be 
considered  the  s[>ccial  duly  of  the  Government  to 
ukc  measures  lo  withdraw  such  subsidiar)-  coins  from 
circulation  in  case  a  superabundance  which  ou^^ht  to 
be  reduced  should  occur. 

It  is  however  not  im{)ossible  thai  the  Hank  should 
render  its  assistance  to  the  Government  in  doinji^this, 
an  1  a  special  aj,'rccment  to  thai  effect  between  the 
bank  and  the  ( iovernmenl  mi|;ht  be  seriously  considered, 
so  that  the  Bank  could  assist  in  withdrawing  from 
circulation    such  subsidiary  coin.  The   Bank  would 

eventually  claim  the  right  to  charj;c  the  Government 
a  certain  commission  for  duties  of  this  nature.  The 
subsidiary  coin  thus  collected  should  nol  form  part  of 
the  meullic  stock  of  the  Bank  but  could  be  kept  by 
the  Bank  on  l>ehalf  and  at  the  risk  of  the  Government. 

11.  I  he  mainlenanccof  the  foreign  rales  of  exchange 
is  closely  connected  with  the  question  of  the  balance 
of  trade  and  the  balance  of  payment  of  China.  I  shall 
discuss  th«-  "lucstion  later  on.  and  must  refer  the 
reader  to  Chapter  XI II  for  further  deuils  on  the 
subject. 

I  shall  therefore  only  obser\'c  here  that  the  Central 
Bank  can  have  great  influence  upon  the  settlements  of 
a  balance  of  trade  and  a  balance  of  payment. 
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III.  The  Central  Bank  will  also  be  in  a  position 
to  render  considerable  service  to  the  Government  in 
another  direction  and  also  greatly  to  the  public  interest. 
One  of  the  crying  evils  of  the  present  state  of  banking 
and  currency  in  China  is  that  much  paper  money  has 
been  issued  without  sufficient  cover,  which  consequently 
exposes  such  paper  money  to  serious  depreciation. 
History  has  however,  in  this  respect,  only  repeated  itself. 
What  has  happened  in  China  has  occurred  in  many  other 
countries.  We  need  only  point  to  the  well-known 
example  of  the  French  assignats  during  the  first 
French  Republic,  the  former  so-called  greenbacks 
of  the  Civil  War  in  North  America,  and  later  still 
the  paper  Wahrung  in  Austria-Hungary.  In  France 
and  America  this  State  paper  money  became  entirely 
valueless,  and  in  Austria  it  greatly  depreciated. 
In  China  itself  there  are  innumerable  examples  of 
such  depreciation.  How  often  has  it  not  occurred 
under  former  dynasties  that  new  kinds  of  paper  money 
were  issued  over  and  again,  while  the  most  severe 
punishments  were  decreed  against  any  one  who  should 
refuse  to  accept  such  paper  at  its  face  value.  Even 
recently  in  Canton  and  district,  and  also  in  other  places 
in  China  (vide  Appendix  A),  a  large  quantity  of  paper 
was  issued  by  the  Provincial  Government  without 
sufficient  reserve,  with  the  inevitable  result  that  it  soon 
suffered  depreciation.  In  this  case  also  did  the  Govern- 
ment in  Canton  attempt  to  maintain  the  value  of  the 
paper  money  by  means  of  severe  laws,  but  naturally 
with  equal  inefficacy.  Even  if  a  shopkeeper  says 
that  he  will  not  act  against  the  law  and  that  he  will 
not  accept  the  paper  money  below  its  so-called  nominal 


DO 

value,  no  (>owcr  can  eventually  force  him  to  sell  his 
goods  at  the  same  prices  against  that  paper.  lie 
will  naturally  considerably  increase  his  prices,  he  will 
double  or  treble  them,  or  rvcn  increase  them  still 
more  should  he  find  it  necessary,  and  from  this  rise 
in  price  it  will  appear  only  too  plainly  that  the  }aper 
money  is  heavily  depreciated  and  that  it  is  farcical 
to  assert  that  the  paper  money  is  still  accepted  at  its 
nominal  value.  The  same  thing  was  scei\  in  1* ranee 
where  a  thousand  francs  or  more  was  charged  for  a 
jMiir  of  boots  to  l>e  paid  for  in  the  greatly  depreciated 
The  boots  were  not  more  expensive,  but 
n.ils  had  lost  their  purchasing,'  power  to  such 
an  extent  that  a  thousand  francs  in  assignats  was  not 
sufncient  to  pay  for  a  pair  of  boots  which  in  genuine 
inotu:)    would  have  been  only  worth  twenty. 

China  will  therefore  also  be  obliged  to  put  a  stop 
to  the  improjKir  practice  of  issuing  uncovered  pa(>er 
money  in  excessive  amounts  as  is  done  in  certain 
regions,  and  the  Government  will  urgently  require  the 
assistance  of  the  Bank  to  restore  some  degree  of  order 
in  this  respect.  The  Ciovernment  could  for  this 
purpose  call  upon  the  intervention  of  the  Central  Bank  in 
way  as  the  (government  in  Austria-Hungar)' 
with  entire  success  to  the  A ustro- Hungarian 
Bank  for  its  co-operation. 

The  (iovemment  has,  to  keep  to  the  example  of 
Canton,  made  large  payments  in  uncovered  pa{>er 
money;  these  payments  were  naturally  for  services 
rendered  to  the  Oovcrnment  in  some  way  or  other, 
either  for  goods  supplied  or  work  done,  for  services 
in  the  army  or  for  other  purposes.        Hence  whenever 
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the  Government  has  made  a  payment  with  this  un- 
covered paper  money,  it  may  safely  be  assumed  that 
the  Government  has  received  a  counter-vahie.  It  is 
therefore  no  more  than  the  Government's  duty  to  see 
that  the  medium  of  payment  used  in  compensation  for 
the  above  value  received,  should  as  much  as  possible 
keep  the  value  that  the  Government  assigned  to  it 
at  the  time  it  used  this  medium  of  payment  in  com- 
pensation for  these  services.  In  this  way  the  Govern- 
ment has,  by  issuing"  this  paper  money,  in  reality  only 
issued  so  many  I  O  U's,  hence  the  Government  has 
at  that  moment  actually  made  no  payment  whatever, 
nor  has  it  given  any  asset  in  exchange  for  these 
services.  Paper  money  is,  as  a  matter  of  fact  nothing 
else  than  a  promise  to  honour,  at  a  later  date,  the 
debt  acknowledged  in  this  paper  money,  in  the  form 
of  other  economic  commodities  which  would  have  a 
fixed  value  for  the  holder  of  the  paper  money.  The 
Government  has  therefore  really  put  off  the  actual 
payment,  for  which  it  made  use  of  paper  money,  until 
a  later  date  when  it  will  be  in  a  position  to  liquidate 
its  debt  with  a  better  medium  of  payment. 

The  economical  commodities  which  could  be  employed 
by  the  Government  to  pay  its  debts  incurred  in  the 
form  of  an  issue  of  paper  money,  could  in  the  first 
place  be  precious  metal,  which  would  have  a  fixed 
value  for  any  receiver.  Such  unsurmountable  diffi- 
culties are  however  connected  with  the  payment  in 
precious  metal,  that  it  is  at  present  almost  certain 
that  the  Government  cannot  use  this  method.  The 
Government  could  however  appeal  to  the  Central 
Bank   and   request  it  to  withdraw  all  the  State  paper 
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money  irotn  circtiUtion  aj^inst  t&suc  of  its  own  notes. 
In  doing  this  on  behalf  of  the  Government,  the  Bank 
would  pay  the  Government's  debts  in  the  form  of 
(Mpcr  money,  by  issuing  against  them  another  economic 
commodity.  own    bank-notes,    the    value   of 

which  can  ix:  Kno\sn  to  ever)'  one,  if  the  Bank  of 
Issue  is  prof>crly  conducted. 

It  will  be  understood  that  the  Hank  of  Issue  cannot 
procce<!  to  issue  its  own  notes  a<^ainst  uncovered 
State  (>apcr  money,  unless  it  has  first  received  the 
full  counter-value  for  the  notes  it  will  issue,  seeing 
that  the  Hank  of  Issue  purchased  as  it  were  the  1  O  U's 
ol  the  Government,  viz.,  the  Slate  |>.ij>er  money.  Hut 
as  the  Hank  is  acting  on  behalf  of  the  Government, 
the  purchase  price  must,  in  some  fonn  or  other,  first 
have  been  furnished  to  the  Hank  of  Issue  by  the 
Government.  The  most  obvious  way  in  which  the 
Government  can  provide  this  pa\mcnt  will  be  to 
obuin  a  loan,  pri>b.ibiy  abroad,  and  to  place  the 
proceeds  of  such  loan  at  the  disposal  of  the  iiank 
of  Issue.  This  loan  will  naturally  t>e  delivered  to 
the  Chinese  (Government  in  gold  value,  perhajw  in 
China  itself,  prolubly  for  the  greater  part  outside 
China. 

The  Hank  of  Issue  could  then  take  up  that  gold 
value  on  its  own  account  and  could  issue  to  that 
extent  itn  own  n<ues  with  which  to  redeem  the  State 
pa|>er.  The  A ustro- Hungarian  (jovcmment  acted 
in  precisely  the  same  way  during  the  years  1900 
to  1903  and  arranv^etl  with  the  liank  of  Issue  in  that 
ccunliy  to  withdraw  the  State  paper  money  from  cir- 
culation.        The   Government   first   placed   a    sum  of 
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224  million  crowns  in  gold  at  the  disposal  of  the 
Bank  of  Issue  and  requested  the  latter  to  redeem 
all  the  paper  money  in  circulation  in  exchange  for  the 
Bank's  own  notes  to  the  amount  of  i6o  million  crowns, 
and  in  new  silver  5  crown  pieces  to  the  amount 
of  64  million  crowns;  in  other  words  that  the  Bank 
was  to  purchase  and  pay  the  price  on  behalf  of  the 
Government  for  the  greater  part  with  its  own  reliable 
notes  and  the  balance  with  silver  crowns. 

On  a  similar  redemption  in  China  it  will  not  be  abso- 
lutely necessary  that  the  Government  should  purchase 
the  paper  money  in  circulation  at  the  full  nominal  value. 
Theoretically  speaking  this  would  naturally  be  the 
moral  duty  of  the  Government.  In  the  meantime 
however  the  State  paper  money  will  have  depreciated, 
and  this  depreciation  has  become  general.  This  depre- 
ciation has  indisputably  caused  loss  and  the  persons 
who  have  suffered  such  loss  may  rightly  reproach  the 
Government  on  this  account.  But  in  most  cases  it 
will  be  almost  certain  that  this  State  paper  money 
has  passed  from  hand  to  hand  with  the  result  that  depre- 
ciation will  have  gradually  fallen  to  the  present  degree 
after  having  passed  through  the  possession  of  innu- 
merable holders.  Each  time  the  paper  was  trans- 
ferred to  a  new  holder  it  will  have  lost  some  of  its 
value  so  that  each  new  holder  will  have  borne  a  part 
of  the  depreciation,  but  on  passing  this  paper  money 
to  another  the  holder  will  eventually  have  resigned 
himself  to  the  depreciation.  In  any  case  it  may 
certainly  be  assumed  that  the  last  holder  of  this  paper 
at  the  moment  of  its  redemption  for  bank-notes  of 
full    value,  will  not  actually  himself  have  lost  the  full 
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the  said  holder  nevertheless  received  the  full  nominal 
vuluc.  this  would  mean  for  him  personally  a  consider- 
able prolil,  viz.,  as  Uir^c  as  the  difference  between 
the  ntjminal  amount  of  the  paper  and  the  amount  for 
which  he  acquired  it  from  the  [>en ultimate  holder. 
.•\lihouj;h  it  should  be  deemed  the  duly  of  the  State 
to  fulfil  its  oblif^ations  to  the  full,  it  would  on  the 
other  hand  l)c  foolish  for  tUc  Government  to  pay  that 
difference  l>etwecn  the  nominal  value  and  the  actual 
value  at  that  moment  of  the  pa{>cr  to  the  lost  holder 
who  has  not  suffered  the  full  loss  by  depreciation  and 
cannot  therefore  Iv*  rn:-!«;i  IcrrtI  rniit!''fi  ?>  rrrcive  the 
full  nominal  valu' 

If  the  Stale  sM«»ui«i  ui'-rfitT*-  insirnci  wu:  Hatik  of 
Issue  to  wiUulraw  on  its  l>ehalf  this  depreciated  Suite 
paper  money,  the  Bank  will  for  the  purchase  have  to 
p.iy  the  local  prices  of  the  paper  money  at  that 
moment.  .\t  the  same  time  as  the  .Suite  publishes 
the  decree  containin^^  the  instructions  to  the  Central 
Bank,  it  should  have  the  genuine  price  of  the  paper 
money  in  various  f>arts  of  the  country  i.oied  by  its 
officials,  or  l>etter  still  by  the  officials  of  the  Bank, 
and  it  will  have  to  announce  that  the  Bank  of  Issue 
will  rc<leem  that  pa|>cr  money  on  its  behalf  against 
the  Bank's  own  notes,  in  which  transaction  that  value 
of  the  pafM-r  money  must  \tc  assumrtl  which  is 
actually  existing  at  that  place  at  the  time.  If  the 
.State  did  not  take  this  measure  great  speculation 
would  immediately  l>cgin  in  the  ileprcciatetl  ]>aper 
money  and  the  pa|)er  money  would  everywhere  l)e 
bought   up  as   lon^   as   it    was   still   valued  below  its 
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face  value.  The  result  would  be  that  the  difference 
between  the  face  value  and  the  local  value  of  the 
paper  money  would  not,  or  but  to  a  small  extent, 
reach  the  holders  of  the  paper,  but  would  for  the 
greater  part  flow  into  the  pockets  of  the  purchasers 
who  had  been  more  calculating  than  the  actual  holders, 
as  a  handsome  profit  on  this  speculation.  Not  only 
would  these  purchasers  in  this  manner  have  an 
unreasonable  advantage  by  the  payment  of  the  full 
face  value  of  this  paper  money,  but  also  in  general 
all  holders  of  that  paper  who  had  accepted  it  below 
its  nominal  value  from  the  previous  holders. 

In  this  manner,  the  Central  Bank  could  render 
great  service  both  to  the  Government  and  to  the 
public,  by  causing  the  fluctuating  State  paper  money 
to  disappear  entirely  from  circulation  and  to  replace 
it  by  its  own  bank-notes  which  eventually,  with  proper 
management  by  the  Bank,  would  gain  unlimited 
confidence  everywhere.  The  Bank  will  in  this  way 
also  be  benefited  in  at  once  creating  a  large  circulation 
of  its  own  notes.  This  enabled  the  Austro-Hungarian 
Monarchy  to  withdraw  its  paper  money  from  circulation 
entirely  within  a  comparatively  short  space  of  time, 
without  causing  economic  shocks,  and  it  has  since 
replaced  it  by  a  sound  circulation  of  full  valued  bank-notes. 

In  what  manner  the  Bank  will  be  able  to  maintain 
the  nominal  value  of  its  own  bank-notes,  even  without 
making  them  redeemable  against  precious  metal  every- 
where in  the  country,  I  shall  explain  fully  in  Parts  IV 
and  V. 

With  the  co-operation  of  the  Central  Bank  an  end 
can  therefore,  in  a  simple  manner  and  probably  within 
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a  very  short  space  of  time,  be  put  to  the  serious  abuse 
in  the  circulation  of  depreciated  paper  which  is  a 
source  of  numerous  difficuhics  to  the  Government, 
commerce  and  industry  and  also  tu  the  general  public. 


CHAPTHR   VIII 
The  Central   Hank  and  the  other  banks. 

i  lie  rsuibiisinu  n:  oi  .i  Central  Bank  will  undoubtedly 
at  first  not  l>e  hailed  with  full  approval  by  the  other 
bankers  and  linking  concerns  existinjf  at  the  time, 
for  many  will  expect  that  the  Central  Hank  will  to 
a  certain  extent  compete  with  those  exisiinjf  banks 
and  in  conse<|uence  of  its  privilej^c  will  create  a  new 
monopoly  which  will  force  the  other  l>anks  to  sacrifice 
part  of  their  business. 

There  is  undoubtedly  a  basis  of  truth  in  these 
exj>cctalions.  but  it  ap|>cars  to  nic  that  if  the  matter 
is  well  Cijnsidcred,  there  should  l)c  no  reason  why  the 
cxistinj^  bankers  and  banking  institutions  should  look 
with  envy  upon  the  establishment  of  a  Central  Bank. 

It  is  natural  that  every  change  iti  the  conditions 
of  the  moment,  every  reorf^anization  of  tlie  existing 
systems,  inttrfcrc  with  the  cxisiin);  rights  and  relations 
and  it  must  in  some  c.iscs  l>c  imdoubtcdly  unplc;Lsant 
to  experience  such  influence  on  one's  business.  One 
must  however  not  onl\  look  at  the  momentary 
influence  and  the  chanj^cs  resulting  therefrom,  but  one 
must   in   such  cases  look  further  ahead  and  sec  what 
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the  ultimate  consequences  of  those  changes  will  be  in 
the  future.  There  will  then  be  no  doubt  whatever 
that  the  Central  Bank  will  in  the  future  be  of  great 
importance  and  of  great  service  to  the  existing  banking 
institutions.  We  have  seen  in  all  countries  where 
there  is  a  well  regulated  bank  of  issue,  how  such  a 
bank  can  to  a  great  degree  support  the  other  bankers 
and  banking  concerns,  even  the  largest  of  them,  and 
how  eventually  the  central  bank  can  be  the  friend 
of  them  all.  In  technical  language  it  is  frequently 
said  that  the  central  bank  is  the  bankers'  bank. 

This  notion  however  must  not  be  understood  so 
strictly  as  is  frequently  done,  that  the  Central  Bank 
is  really  only  for  the  benefit  of  other  banks,  for  then 
the  Central  Bank  would  in  reality  only  be  the  servant 
of  the  other  banks  and  not  of  the  public,  which  in 
the  first  place  it  must  be. 

But  even  without  being  the  servant  of  the  other 
banks  the  Central  Bank  can  be  of  great  service  to 
them.  It  can  be  the  neutral  mediatory  body  in  which 
every  one  of  the  other  banks  places  full  confidence 
and  which  in  this  way  can  act  as  the  central  clearing 
house  between  the  other  banks  mutually  in  so  far  as 
they  should  feel  the  want  of  a  central  institution  in 
this  direction.  The  Bank  could  for  them  be  the 
body  where  in  times  of  abundance  of  money  they 
could  deposit  their  superfluous  funds,  either  to  deposit 
them  in  a  safe  place  or  against  a  counter-value 
obtainable  elsewhere,  by  which  means  they  could  make 
their  excess  of  funds  bear  fruit    (see  Chapter  XII). 

On  the  other  hand  the  Central  Bank  may  in  times 
of  stringency  be  a  source  whence  the  other  banks  can 
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draw  funds  by  presenting;  bills  for  discount  or  by  loans 
on  acceptable  security. 

Finally  these  banking  concerns,  or  .ii  .r.i>i  tiose 
that  issue  their  own  notes,  could  le;ive  this  p;irt  of 
their  business  to  the  Central  liank  and  only  make  use 
of  the  Ixink-noies  issued  by  the  Central  Bank. 

.Many  will  look  ujx)n  this  diflercntly.  viz.,  that  it 
will,  to  a  considerable  extent,  injuriously  affect  the 
l>anks  now  issuiny;  their  own  notes  if  they  should  be 
forced  to  cease  such  issue,  and  that  the  establishment 
of  a  Central  Bank  will,  particularly  on  this  account,  be 
disajfrceable. 

1  am  alisolutcly  convinced  that  this  is  an  unfounded 
conclusion  and  that  all  those  who  still  adhere  to  this 
view  will  eventually  see  how  much  l>ctlcr  it  is  for  all 
parties  concenied  that  the  issue  of  lanknotcs  should 
not  be  in  the  hands  of  priv.itc  banks  but  of  one 
central  institution, 

It  is  naturally  not  pleasant  to  find  that  one  has  to 
sacrifice  a  business,  particularly  if  one  believes  onescli 
able  to  make  some  profit  out  of  that  business.  And 
yet  I  venture  to  assert  not  only  that  the  business  of 
issuing;  bank-notes  will  eventually  not  be  desired  by 
the  orilinar>'  banks  but  also  that  it  can  scarcely  be 
considered  profiuble,  and  my  assertion  is  supported 
on  this  point  by  the  history  of  practically  every 
country.  It  is  remarkable  that  the  plurality  oflianks 
issuing;  notes,  which  in  most  countries  arose  from  the 
historical  development  of  banking;  and  currency,  has 
more  and  more  made  way  for  centralization  in  this 
respect.  1  have  already  pointed  out  this  fact  (Cha(>- 
ter  II)  when  discussing  the  subject  from  the  point  of 
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view  of  public  interest.  I  shall  here  devote  a  few 
words  to  the  same  subject  but  looked  at  from  the 
point  of  view  of  the  private  interest  of  the  ordinary 
banking  concerns  which  now  issue  notes. 

In  by  far  the  majority  of  cases,  this  private  interest 
has  finally  brought  the  banks  to  render  up  voluntarily 
their  privilege  of  issuing  notes. 

The  issue  of  bank-notes,  which  must  of  course  have 
the  full  confidence  of  the  public,  is  not  such  a  simple 
matter.  A  bank  doing  this  work  must  take  very 
special  measures  as  to  its  liquidity  with  regard  to  its 
note  issue.  A  bank-note  can  only  eventually  gain 
general  confidence  if  the  public  is  assured  that  this 
note,  being  no  more  than  an  acknowledgment  of 
debt  on  paper,  can  at  all  times  be  exchanged  for  a 
tangible  value,  either  in  the  form  of  a  precious  metal 
or  of  economic  commodities,  the  value  of  which  can 
be  immediately  realized  and  is  unhesitatingly  accepted 
by  every  one.  Hence  the  stipulation  laid  upon  most 
banks  of  issue  that  against  the  note  issue  a  large 
amount  of  precious  metal  must  be  kept  in  their 
vaults.  Keeping  such  an  amount  of  metal  in  stock  is 
not  only  unproductive  for  the  issuing  bank  to  the 
extent  of  the  amount  kept,  but  its  custody  and  the 
handling  of  such  stocks  of  metal  demand  a  special 
installation  in  the  premises  and  a  special  organization 
of  the  staff.  Extensive  safes  are  required  and  a 
large  properly  trained  staff  to  transact  the  cumbrous 
and  time-wasting  manipulation  of  metal  in  large  masses, 
so  that  the  metal  stock  is  not  only  unproductive  but  it 
forces  the  issuing  bank  to  incur  great  expenditure. 

Of  course  the  practice  of  an  issuing  bank  can  undoubt- 
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cdly  be  very  jjrofiiablc.  in  spile  oi  ihc  expenses  and 
difficulties,  but  unly  if  the  issue  of  notes  is  very 
Ur>;e.  The  function  of  an  issuing  bank  can  therefore 
only  be  profitable  if  a  great  decree  of  centralization 
into  one  or  only  a  few  institutions  can  lie  attained, 
and  it  has  l)cen  proved  everywhere  that  an  issue 
of  notes  on  a  comparatively  small  scale  produced 
but  slight  profits  for  the  issuing;  banks  and  the 
exploitation  even  not  unfrequenlly  showed  a  loss. 
Exceptions  to  this  rule  arc  still  found  in  countries 
where  the  system  of  l>anks  of  issue  is  not  so  deeply 
rooted  that  the  banks  of  issue  have  attained  the 
same  hijjh  decree  ot  perfection  as  is  required  of  such 
concerns  in  countries  of  higher  civilization.  In  this 
way  it  is  possible  that  private  t>anks  may  still  have 
been  able  to  make  profit  on  their  note  issue  in  less 
develo|)ed  regions,  such  as  for  insunce  colonial  terri- 
tories, newly  opened  countries,  etc..  where  the  possibility 
of  using  the  notes  of  a  Ijank  us  a  medium  of  payment 
was  so  welcome  that  the  receivers  were  not  so  careful 
as  to  their  being  immediately  redeemable.  In  such 
districts,  notes  are  taken  more  as  an  acknowledgment 
of  debt,  given  by  the  issuing  )>anks  which  are  considered 
sound  on  personal  grounds,  or  where  the  population 
itself  is  still  at  such  a  low  degree  of  civilization  that 
on  receiving  such  a  paf)cr  medium  of  circulation  from 
their  chiefs  or  industrial  employers,  they  dare  not  doubt 
the  genuineness  of  the  medium  of  payment.  It  may 
however  be  considered  an  im(>ossibility  that  in  the 
so  called  civilized  states  a  private  tanking  concern 
could  bring  large  amounts  of  its  own  bank-notes  into 
circulation,    unless    the    receivers  of  such  notes  were 
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absolutely  convinced  that  considerable  liquid  reserves 
either  in  the  form  of  precious  metal  or  other  gold 
value,  were  always  kept  in  stock  against  such  issue. 
If  therefore  such  colonial  countries  reach  an  equal 
degree  of  civilization,  the  issue  of  bank-notes  there  by 
an  ordinary  bank  will  eventually  become  difficult,  if 
not  impossible,  unless  the  said  bank  should  offer 
guarantees  similar  to  those  of  a  central  bank  of 
issue  instituted  by  public  authority.  But  then  such 
a  private  bank  will  also  experience  all  the  disadvan- 
tages of  maintaining  its  reserves  in  a  high  degree 
of  liquidity.  This  is  one  of  the  principal  reasons 
why,  in  England,  Germany,  Switzerland  and  many 
other  European  countries,  in  various  oriental  coun- 
tries, the  Straits  Settlements,  Sumatra  and  Japan, 
the  private  banking  concerns  which  possessed  their 
own  note  issue,  finally  assisted  more  or  less  in  entirely 
abolishing  such  note  issue  or  at  least  in  restricting 
it  within  very  narrow  limits,  so  that  it  is  now  of  little 
consequence. 

There  are  also  at  the  present  time  in  China  various 
bankers  and  banking  houses,  both  of  Chinese  and 
foreign  nationality,  who  in  their  business  as  private 
bankers  or  banking  houses  have  brought  their  own 
notes  in  circulation.  The  note  issue  of  the  foreign 
banks  is  but  small  in  proportion  to  the  enormous 
extent  of  China,  and  they  were  mainly  enabled  to 
make  profit,  as  far  as  this  was  still  possible  under  the 
circumstances,  because  they  were  not  obliged  to  work 
on  such  strict  lines  as  a  bank  of  issue. 

If  China  also  desires  to  develop  itself  economically 
in    this    respect,    she    will,    eventually,    either   by   the 
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force  o(  public  opinion  or  {>crhaps  even  through  the 
Government,  demand  the  same  guarantees  for  the 
issue  of  l>anknotc.s,  and  (hen  these  thanks  which  still 
make  protil-s  from  their  issue,  will  bcncht  much  less 
by  such  issue  and  the  yielding  up  of  this  privilege 
will  no  lonj^cr  l>e  a  ^reai  sacrifice. 

Any  considerable  extension  of  the  circulation  of 
notes  issued  by  private  l)anks  is  practically  im(K>sstble 
both  for  the  al>ovc  mentioned  reasons  and  on  prac- 
tical and  commercial  grounds.  No  banking  institution 
will  in  the  end  be  prepared  to  promote  the  circidation 
of  the  notes  issued  by  a  comj>eiing  bank,  by  which 
means  tlie  latter  would  gain  a  considerable  advan- 
tage in  trade  over  the  other  Uinking  concerns. 
The  other  bankini^  houses  will  therefore  in  tJieir 
own  interest  attempt  to  restrict  such  issue,  and  the 
means  of  doing  so  are  obviously  simple.  The  banks 

need  only  refuse  to  accept  such  notes  -~  which  no 
one  can  force  them  to  do  —  so  that  the  public  con- 
fidence in  these  notes  will  be  shaken  to  such  an  extent 
that  they  will  be  offered  in  large  amounts  for  redempt- 
ion to  the  bank  that  issued  them,  and  it  is  obvious 
that  this  institution  cannot  refuse  or  even  hesitate  to 
redeem  these  notes,  save  at  the  risk  of  its  credit  being 
called  into  question. 

Hence  in  China  as  in  most  other  countries,  there 
will  eventually  l>e  but  little  chance  of  private  banks 
augmenting  their  own  note  issue  beyond  a  certain 
figure,  which  probably  will  not  be  much  higher  than 
that  already  attained,  and  it  is  highly  probable  that 
such  issue  will  l>ccomc  increasingly  difficult  and  even 
will  finally  make  way  for  a   different  system  of  circu- 


103 

latioii  medium.  With  a  view  to  this  it  is  therefore 
far  wiser  and  more  beneficial  for  all  parties,  even  for 
the  banks  at  present  issuing  notes,  to  assist  in  establish- 
ing a  neutral  central  institution,  based  on  the  most 
sound  principles,  which  will  eventually  undertake  the 
exclusive  issue  of  bank-notes.  The  banks  will  in  this 
way  be  no  more  injuriously  affected  than  they  otherwise 
would  have  been ;  on  the  contrary  they  may  all,  even 
the  largest,  benefit  greatly  by  the  central  banking 
institution. 

I  wish  to  add  a  few  words  with  regard  to  bankers 
and  banking  houses  of  Chinese  nationality.  From 
time  immemorial  it  has  been  the  custom  of  these 
Chinese  banks  to  issue  their  own  bank-notes  and  many 
have  eventually  succeeded  in  placing  into  circulation 
a  not  inconsiderable  amount  of  their  paper  as  a  medium 
of  circulation.  Almost  without  exception  the  results 
of  such  a  procedure  have  been  most  deplorable.  The 
paper  issued  frequently  ended  in  becoming  totally 
valueless,  and  even  in  the  more  favourable  cases  it 
led  to  a  great  depreciation,  while  scarcely  one  example 
can  be  quoted  where  such  paper  was  eventually  able 
to  retain  the  public  confidence.  It  will  be  plain  to 
everyone  that  the  issue  of  paper  by  such  private 
institutions  or  persons  must  absolutely  come  to  an  end. 

The  Bankers'  Guild  in  China  is  highly  developed, 
and  I  willingly  admit  that  many  excellent  and  able 
persons  have  always  been  among  their  number,  and 
even  at  the  present  moment  the  Bankers'  Guild  is  a 
powerful  organization  which  in  many  respects  has  also 
worked  to  the  public  good.  That  does  not  however 
preclude  the  history  of  China  from  proving  convincingly 
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that  the  i«isuc  of  bank-notes  should  not  belong  to  ihc 
sphere  of  this  honourable  Guild  and  it  is  impossible  that 
a  solution  to  this  dirTiculi  problem  of  the  development 
of  note  issue  coiiKl  l»':  lomui  in  the  or'i^'aiiizalion  of 
the  Guild. 

There  is  thcrclore  lur  liic  Lliincsc  hankers  no  reason 
either  to  take  up  a  hostile  altitude  a^'ainsi  the  Central 
Hank  on  the  fi^round  that  it  will  have  the  exclusive 
privilege  of  issuinj^  notes,  aiui,  I  may  say,  the  consider- 
ation that  they  will  eventually  j^rcaily  l>cncfu  in  their 
business  by  the  support  of  the  Central  Bank  applies  no 
less  to  these  private  Chinese  bankers.  The  Central 

Hank  will  of  course  have  t«>  be  most  careful  with  the 
actual  banking  business  which  it  could  do  in  China,  viz., 
discounting^  and  ^^^rantin^  loans,  particularly  at  first 
when  its  business  is  not  yet  esta!»lishcd  on  a  firm 
foundation.  There  is  no  doubt  however  that  these 
Chinese  bankers  will  alsofindj^realsupfjortin  the  Central 
Hank,  which  enjoys  every  one's  conhdencc,  and  profit 
by  a  medium  of  circulation  valid  throu^^hout  the  country 
and  which  could  obtain  unlimited  confidence  ever\\vhere. 
.\sk  the  Chinese  Ixinkers  and  merchants  in  Netherlands 
India  what  facilities  and  support  they  enjoy  from  the 
bank  of  issue  csuiblishcd  there,  the  "  javasche  Bank". 
1  have  no  doubt  that  the  most  convincinjf  evidence 
to  that  effect,  founded  on  many  years'  experience,  could 
be  obtained  from  the  Chinamen  domiciled  there. 

lioth  the  forei^'n  and  Chinese  l>ankcrs  will  be  affected 
in  another  way  by  the  esublishment  of  a  lank  of 
issue  and  will  conserjuently  have  to  modify  their 
business,  viz..  as  regards  money  changin>^'.  which  is 
now   done    on    such   a    large   scale.         It   cannot   t>e 
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denied  that  both  home  and  foreign  bankers  in  China 
at  present  earn  profits  from  the  necessity  of  constantly 
converting  money  owing  to  the  fluctuation  of  the 
various  kinds  of  money  and  units  in  use  in  China. 
Even  more  than  the  different  kinds  of  money,  the 
enormous  variety  of  units  in  the  form  of  more  than 
lOO  different  kinds  of  taels  etc.,  which  are  still  in 
force,  repeatedly  require  conversion,  and  as  a  rule  a 
certain  commission  is  charged  by  some  financial  middle- 
man or  other  for  each  conversion.  In  this  respect 
China  is  a  replica  of  the  European  States  of  the  middle 
ages  and  even  in  some  places  of  the  Europe  of  but 
50  years  ago.  The  great  development  of  culture 
in  the  Western  States  has  however  necessarily  levelled 
all  these  small  local  differences.  The  many  kinds  of 
money  in  circulation  in  Germany,  even  within  the  last 
50  years,  have  gradually  had  to  make  room  for  a  uniform 
system  of  currency  and  banking,  when  the  profits  of 
constant  conversion  which  was  then  necessary  were 
done  away  with,  but  just  because  of  this  new  uniformity 
the  banking  business  and  the  entire  banking  system 
in  each  of  those  countries  have  developed  to  such  an 
extent  that  not  one  of  the  present  bankers  would 
wish  to  return  to  the  former  state  of  affairs  with  a 
view  to  his  own  profit. 

If  China  wishes  to  continue  to  develop  by  the 
construction  of  railways,  of  better  thoroughfares  for 
carriage  and  motor  traffic,  if  she,  briefly,  wishes  to 
continue  the  general  development  of  the  country 
in  which  she  has  of  recent  years  made  enormous 
progress,  it  will  be  inevitable  that  in  large  areas, 
sooner  or  later,  uniformity  in  the  calculation  of  money 
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should  be  atuincd.  Kvcn  without  legislative  inter- 
vention, practical  considerations  have  caused  such  a 
unit  to  l>c  larjijcly  accepted  in  the  important  traffic 
centres,  and  in  Honj^jkon^;,  Canton,  Shangluii,  iicntsin. 
Peking  etc.,  unit:*  in  currency  have  already  penetrated 
wliich  are  l>cing  accepted  by  continually  increasing 
mi:nlx:rs  of  the  population.  Hence  without  legislative 
measures  the  practice  of  ever>day  life  will  eventually 
give  the  further  penetration  of  those  units  an 
irresistible  |x>wer. 

1 1  will  however  be  better  for  all  parlies  concerned 
II  liic  guidance  in  these  matters  is  assumed  by  the 
authorities  so  that  a  new  state  of  things  will  be  more 
readily  createtl  by  purely  scientific  methods  than 
Wi>uld  otherwise  be  reached  on  practical  lines.  The 
Chinese  bank«:rs  would  do  well  to  bear  this  necessity 
in  mind,  and  to  change  their  business  in  time,  so  that 
it  will  accommodate  itself  to  the  new  cumiitions. 
Numerous  are  the  examples  in  history  of  those  who 
had  not  the  foresight  to  accommodate  themselves  to 
the  new  and  ineviuble  comlitions  in  this  way  and 
who  were  in  the  end  left  behind  by  others  who  had 
become  tlic  more  |)Owerful  for  having  done  so. 

May  the  Chinese  Ixinkers  l)e  wise  enough  not  to 
cling  to  their  old  mcthcnls  of  calculation  and  constant 
conversion,  thus  attempting  to  maintain  the  medieval 
state  of  things  in  currency  and  banking.  The  com- 

misnion  they  earn  thereby  will  be  easily  exceeded  by 
the  profits  resulting  from  a  rational  extension  of  their 
b.inking  business  into  new  fields  which  will  develop 
the  country  and  the  nation,  so  that  better  prices  will 
\ie   made    for   the  nation's  crops  and  labour,  and  will 
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enable  the  great  mineral  deposits  still  untouched  to 
be  exploited  to  the  benefit  of  both  private  individuals 
and  the  population  in  general.  Those  who  foresee 
this  will  also  understand  that  the  new  Central  Bank 
will  not  be  their  enemy  who  will  ruin  their  present 
business,  but  a  friend  who  can  greatly  assist  them 
in  guiding  their  business  into  better  lines  to  their 
greater  profit.  The  new  Bank  will  also  be  the 
Bankers'  Bank  for  the  Chinese  bankers,  so  that  they 
too  will  in  many  respects  enjoy  the  genuine  support 
of  the  Central  Bank.  They  also  will  benefit  by 
the  Bank  becoming  the  general  clearing  house  and 
undertaking  to  effect  for  them,  safely  and  easily,  any 
remittances  which  their  affairs  may  require. 


CHAPTER  IX. 
The  Central  Bank  and  the  public. 

I  have  already  indicated  in  a  few  words  what  a 
great  and  honourable  vocation  the  Central  Bank  can 
pursue  by  acting  as  far  as  possible  as  a  Bankers' 
Bank,  but  also  that  its  duties  as  such  may  not  go  to 
such  lengths  that  it  actually  becomes  the  servant  of 
the  bankers  and  mainly  promotes  their  interests. 
For  it  the  Central  Bank  properly  conceives  its  task 
it  will  also  be  open  to  the  general  public  as  much 
as  possible. 

This  does  not  mean  that  the  Central  Bank  should 
purposely  compete  with  the  ordinary  banks  and  should, 
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ai  the  latter  usually  do.  canvass  for  clients.  In  this 
respect  the  Central  Bank  should  be  more  passive  and  wait 
until  the  public  re<)uircs  and  calls  lor  its  as.sist;ince; 
but  in  case  the  public  actually  appeals  directly  to  the 
Hank  of  Issue  it  should  respond  to  such  appeal,  unless 
there  arc  reasons  why  the  public  should  preferably  be 
rclcrrcd  to  the  ordinary  bankinj^   institutions. 

In  the  histor)'  of  many  banks  of  issue  this  has  l>een 
a  knotty  problem,  and.  pniclically  everywhere  complaints 
have  l>cen  loud  in  priv.itc  bankin)^'  circles  concerning 
the  competition  of  the  bank  of  issue  and  the 
a-lvaniaj^es  which  it  has  over  ordinary  Umks  facil- 
itating; such  corn[)etition.  It  may  comfort  the  banks 
of  issue  that  this  compl.iint  has  been  made  in  all 
countries,  even  in  those  where  the  liank  of  issue  has 
kept  to  its  special  duties  as  strictly  as  j>ossiblc.  .'Xnd 
in  these  countries  it  has  frequently  l)een  discussed 
whether  the  Ixank  of  issue  should  not  be  a  l>ankers' 
bank  exclusively,  as  the  private  banks  have  desired 
in  many  cases,  or  whether  the  bank  of  issue  should 
also  be  directly  open  to  trade  and  industry  and  to 
the  public  in  jjencral. 

Ill  most  cases  the  sound  common  sense  of  the 
Manaijrment  of  the  Bank  of  Issue  will  decide  upon 
this  jxiint.  as  it  is  really  in  a  Ixrller  |K)sition  to  julire 
of  the  motives  for  its  own  actions. 

The  Manav;ement  of  a  bank  of  issue  should  make 
it  a  rule  not  to  j^o  out  of  its  way  to  com(>etc  with 
other  banks,  but  neither,  on  the  other  hand,  should  it 
help  one  or  more  larj^e  banking  establishments  to 
create  a  bankin^^  monopoly  by  placing  itself  at  the 
disposal,  to  a  special  deforce,  of  one  or  more  of  these 
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large  bodies.  The  bank  of  issue  should  under  all 
circumstances  remain  a  neutral  institution  which  must 
be  open  to  every  large  or  small  concern  or  private 
individual,  and  which  may  only  render  special  assistance 
to  certain  persons  and  institutions  if  reasons  affecting 
the  general  public  should  temporarily  make  such  action 
necessary.  Hence    it   may  be  desirable  in  times  of 

crisis  that  the  bank  of  issue  should  help  one  or  more 
banking  concerns  to  a  special  degree  if  this  would 
benefit  the  public  by  being  the  means  of  avoiding  a 
catastrophe.  It  may  also  happen  that  in  time  of 
war  the  bank  of  issue  may  render  special  assistance 
to  the  State  to  a  greater  extent  than  would  be  justifiable 
in  normal  circumstances. 

Apart  from  these  special  cases  however  a  proper 
conception  of  the  duty  of  a  bank  of  issue  would  lead 
its  Management  to  treat  everybody  as  far  as  possible 
in  the  same  manner.  Most  remarkable  in  this  res- 
pect is  the  answer  of  the  Governor  of  the  Bank  of 
France  to  the  American  Delegation  on  Banking  sent 
to  various  countries  and  already  mentioned  above. 
The  Governor,  Mr.  Georges  Pallain,  states  that  "We 
have  as  a  principle  to  be  on  good  terms  with  every- 
body, and  better  with  certain  persons". 

As  a  rule  banks  of  issue  are  purposely  restricted, 
by  means  of  their  statutes  or  in  their  Patent,  in 
their  methods  of  doing  business,  and  are,  inter  alia, 
generally  prohibited  from  granting  blank  credits.  This 
is  naturally  done  because  the  bank  of  issue  must  be 
as  careful  as  possible  in  its  operations,  and  there  must 
never  be  any  doubt  as  to  its  notes  being  fully  covered. 
These  reasons  alone  oblige  a  bank  of  issue  to  assume 
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a  different  attitude  towards  the  public  from  that  of 
ordinary  lunkini;  houses  which  arc  not  liable  to  such 
severe  restrictions  in  their  business.  A  bank  cannot 
however  be  conducted  by  rules  and  rej^ulaiions,  and 
sound  common  sense  is  in  the  first  place  required  by 
the  Management  of  the  bank,  and  the  common  sense 
o(  the  Matiaj^cmcMt  will  have  to  hnil  a  way  out  of 
this  question. 

With  this  express  reservation  ami  the  etjually  emphatic 
stipulation  that  a  central  bank  must  avoid  comf>ctinj^ 
with  other  banks  by  canvassing  for  business,  the 
Hank  must  as  much  as  possible  be  open  to  everyone. 
l>oth  for  the  acceptance  of  discounts  antl  loans,  and 
also  for  the  execution  of  orders  as.  for  instance,  the 
transfer  of  money.  The  privilege  of  issuing  bank- 

notes l)cing  granted  to  the  central  bank  shows  that 
great  confidence  is  placed  in  the  central  bank  over 
and  above  the  ordinar>'  banks.  .A  natural  consequence 
of  this  privilege  however  is  that  the  Umk  rc<iuires  a 
large  working  capital,  mainly  consisting  of  the  wealth 
ol  the  nation,  and  this  is  why  it  is  also  the  duty  of 
the  b.ink  to  place  the  funds  in  its  hands  as  much  as 
possible  at  the  service  of  the  country. 

It  will  therefore  be  wise  to  keep  the  iw»»  prmcipal 
functions  of  the  central  bank  distincdy  apart.  The 
first  and  most  important  function  must  always  be  to 
act  as  a  bank  of  issue,  in  other  words  the  kink  must 
before  everything  else  fulfil  its  vocation  of  provitling 
the  country  with  a  sound  and  commodious  medium 
of  circulation  in  the  form  of  its  own  banknotes. 
.\fter  this,  and  then  only,  it  is  the  bank's  duty  to 
employ  as  far  as  possible  the  funds  entrusted  to  it  to  the 
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benefit  of  the  community  in  general  by  granting  credit. 

In  China  particularly  it  will  be  of  the  greatest 
importance  to  bear  well  in  mind  the  difference  between 
these  two  functions,  and  also  their  relation  to  each 
other ;  in  China  especially  it  will  be  the  principal  duty 
of  the  Bank  of  Issue  to  promote  the  establishment  of 
a  sound  currency  and  banking  system.  The  Bank 
will  therefore  in  the  beginning  have  to  devote  all  its 
power  to  creating  everywhere  an  unlimited  confidence 
in  its  bank-notes  and  to  procure  their  acceptance  as 
much  as  possible  in  the  place  of  the  confused  currency 
existing  at  present.  With  a  view  to  this  the  Central 
Bank  will,  particularly  in  the  first  few  years,  have  to 
keep  its  reserves  against  the  note  issue  in  a  high 
degree  of  liquidity  and  a  proportionately  large  stock 
of  precious  metal  or  its  equivalent,  so  that  it  may  be 
able  to  redeem  its  notes  at  any  time  against  that 
tangible    value.  The  maintenance  of  such  propor- 

tionately large  liquid  reserves  against  its  note  issue  will 
then  necessarily  lead  to  a  restriction  in  inverse  ratio 
of  the  extent  to  which  the  Bank  can  again  offer  its 
funds   to  the  public  in  the  form  of  credit. 

In  most  of  the  civilized  countries  it  has  been  generally 
accepted  that  the  Central  Bank  must  keep  a  metal 
stock  of  at  least  40  %  with  which  to  redeem  its  bank- 
notes immediately  on  tender,  while  the  remainder, 
varying  as  a  rule  between  50  and  60  %  of  the  funds 
at  its  disposal,  may  be  employed  in  granting  credit  in 
the  country.  In  China  however  such  proportions 
as  40  to  60  0/0  must  not  be  applied  for  several  years 
to  come.  At  first  a  proportionately  very  high  percentage 
of  the  reserve  ag^ainst  the  bank-notes  will  have  to  be 
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kept  in  an  absolutely  Itquiit  iorm  and  only  a  compara- 
tivcl>  small  pcrccnlajjc  may  be  used  for  j^rantin^  credit 
in  the  country,  and  this  latter  pcrccntajfc  may  only 
be  increased  gradually  with  the  utmost  precaution. 
Hence  the  service  which  the  Central  Bank  in  China 
will  render  to  the  public  will  in  the  hrst  place  be  a 
sound  circulation,  to  which  may  be  added  that  the 
Hank  will  also  be  generally  prepared  to  develop  this 
circulation  by  means  o(  transfers  in  the  books  either 
of  the  same  office  or  to  those  of  other  offices  cst;iblished 
in  various  parts  of  the  country,  and  only  in  the  second 
place  may  the  Hank  purvv"  !'-  r  >.  ation  of  granting 
credit  in   the  country. 

Whenever,  therefore,  the  Bank  ^^ranis  credit  in  the 
counlT)'  it  should  at  first  \)C  exceedingly  careful  as  to 
the  persons  to  whom  such  credit  is  given  and  with 
regard  to  what  is  given  in  security  for  the  money 
advanced,  and  it  is  consequently  most  probable  that  in 
the  first  few  years  the  chief  business  of  the  Bank  will 
be  with  other  sound  banking  houses  because  it  will 
then  undoubtedly  obtain  the  best  guarantees. 

The  natural  consc<pience  will  then  i»e  that  the  Bank 
will,  in  ap(>arent  contra' liction  with  what  I  have 
described  al>ove,  act  much  more  as  a  bankers'  bank 
than  as  an  institution  equally  0|>en  to  ever>'  |>erM>n 
worthy  of  credit  in  the  countr)',  for  it  will  fretjuently 
l>c  difficull  for  the  Bank,  pirticularly  on  account  of 
the  remarkable  and  (ar  reaching  evolution  of  commerce 
and  industr)-  and  of  the  whole  economic  life  in  China, 
to  judvje  how  far  it  may  safely,  as  regards  ius  reserves 
agamst  the  note  i%sue,  do  business  with  private  {>ersons. 
The  Bank  mutt  only  l>c  prepared  to  do  with    private 
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persons  such  transactions  of  which  it  may  be  inferred 
beforehand  that  they  will  certainly  be  completed 
within  a  comparatively  short  period,  say  3  or  4  months, 
by  converting  into  money  goods  exported,  or  otherwise. 
As  a  ride,  at  least  during  the  first  few  years,  it  will 
mostly  be  the  case  that  business  presented  to  the 
Bank  of  Issue  by  other  banking  concerns  will  offer 
more  guarantees  of  a  sound  and  certain  completion. 
This  will  only  change  very  gradually,  in  the  course 
of  many  years,  by  a  rational  development  of  trade  in 
the  country  and  by  the  increase  of  the  wealth  of 
private  tradespeople. 

I  therefore  wish  to  point  out  the  great  probability 
that  the  Central  Bank  in  China  will  act  much  more 
as  a  bankers'  bank,  at  least  for  a  number  of  years, 
even  if  it  did  intend  not  toj  act  only  as  a  bankers' 
bank  but  also  to  place  itself  as  much  as  possible  at 
the  disposal  of  the  general  public. 

In  this  respect  the  Central  Bank  of  China  will  most 
probably  pass  through  the  same  phases  of  evolution 
as,  for  instance,  the  Bank  of  France,  of  which  the 
Governor,  Mr.  G.  Pallain,  in  the  above  mentioned 
interview  with  the  National  Monetary  Commission, 
in  reply  to  the  question:  "Is  the  Bank  of  France 
regarded  as  a  bank  for  banks  or  as  a  bank  for  the 
people?"  said:- 

"The  Bank  of  France  remained  for  a  long  time, 
indeed,  the  bank  for  banks,  but  since  it  has  covered 
so  much  territory  with  its  numerous  branches;  since 
the  minimum  amount  of  all  its  operations  has  been 
lowered;  since  it  has  opened  deposit  accounts  to  all; 
since  it  has  tried  to  simplify  and  minimize  the  formal- 


lU 

ities  re<]uired  by  iu  special  charter,  the  industrial  and 
commercial  world  has  come  to  use  the  liank  directly 
to  a  much  larger  dcj^rec.  At  the  same  lime  its 
credit  has  come  out  stronjjer,  firmer,  more  popular 
from  all  the  fK)litical  and  titiancial  crises,  so  much 
so  that  to-day  one  can  reply  without  hesit;ition  that 
it  is  already  and  that  it  tends  to  become  more  and  more 
—  as  you  ask  —  the  bank  of  all  the  French  public." 
May  the  Central  Bank  of  China  at  no  disunt  date 
be  able  to  say.  similarly,  that  it  tends  to  become  more 
and  more  the  Bank  of  the  entire  Chinese  nation. 


CH.APTHR   X. 

The  operations  of  the  Central   Bnnk. 

In  connection  with  the  preceding;  chapter  I  wish 
to  say  a  few  words  as  to  how  the  Central  Bank  must 
employ  the  funds  at  its  disposal  for  the  purposes  of 
granting  credit  in  the  country. 

. /.      Discounts. 

The  discounting  of  bills,  l)Oth  those  payable  in  China 
and  those  payable  abroad,  will  in  the  tirst  place  be 
adapted  for  this  purpose.  Good  commercial  bills 
are  in  all  countries  considered  to  1)C  among  the  l>cst 
and  mo5t  liquid  assets  of  a  bank.  It  must  however 
be  practically  certain  that  these  bills  will  be  honoured 
when    due.    hence    the    reason    why    such    bills  must 


115 

comply  with  conditions  which  guarantee  this  certainty 
before  being  acceptable  to  a  bank  of  issue.  One 
of  these  conditions  is,  firstly,  that  the  bill  should  bear 
at  least  two  or  if  possible  three  signatures,  while  all  the 
signatures  should  be  such  as  would  strengthen  the  bill. 
A  bank  of  issue  cannot  therefore  accept  such  pro- 
missory notes,  so  customary  for  instance  in  the  United 
States  of  America,  as  are  a  promise  to  pay  in  the  form 
of  an  acceptance  by  one  single  person.  Moreover 
the  bills  should  as  much  as  possible  be  based  on  or 
connected  with  a  commercial  transaction  which  in 
itself  forms  a  liquid  element.  By  this  is  to  be  under- 
stood that  such  a  commercial  transaction  should  also, 
in  approximately  the  same  time  as  the  term  of  the 
bill,  have  reached  such  a  degree  of  completion  that 
a  payment  in  money  takes  place  in  termination  of 
the  commercial  transaction. 

An  example  may  illustrate  this.  Let  us  suppose 
that  a  merchant  in  China  purchases  a  crop  of  soy 
beans  and  sells  it  again  to  a  merchant  in  London, 
then  bills  could  be  made  out  in  various  ways  for 
these  two  transactions  of  sale  and  purchase  of  this 
parcel  of  beans.  The  buyer  in  China  will  not,  as  a 
rule,  have  sufficient  money  in  hand  to  be  able  to  pay  cash 
for  the  entire  parcel  of  beans.  This  will  particularly 
be  the  case  if  he  does  not  receive  cash  payment,  as  is 
most  probable,  from  the  party  to  whom  he  has  again 
sold  the  parcel  of  beans.  The  buyer  in  China  will 
then  preferably  pay  the  seller  in  China  with  a  3  months 
bill.  He  can  do  this  in  various  ways ;  either  by 
asking  the  seller  in  China  to  draw  such  a  bill  on 
him,  the  purchaser,  which  he,  the  purchaser,  will  then 
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accept  payable  3  monthH  after  dale,  or  the  purchaser 
in  China  could  ask  the  l>ank  with  which  he  ha^i  an 
account,  to  accept  on  his  behalf  against  delivery  of 
the  shipping  documents  relating  to  the  soy  bean 
transactiun,  a  bill  for  the  amount  payable  after  3  months, 
winch  bill  the  purcha.scr  would  make  payable  to  the 
order  of  the  seller  in  China.  The  seller  could  then 

in  both  cases  convert  this  bill  into  ready  money  by 
offering  it  to  l>e  discounted  in  the  open  market  in 
China  or  to  some  bank  or  other.  If  l>oth  purchaser 
and  seller  in  China,  and  the  accepting  l>ank  enjoy  a 
good  reputation,  the  seller  in  China  could  offer  this 
bill  direct  to  the  Bank  o(  Issue  to  be  discounted,  and 
generally  s(>eaking.  the  Hank  will  readily  buy  such 
a  good  commerri.il  I. ill  l>caring  two  or  three  sound 
signatures. 

The  purchaser  in  Ciuaa  who  has  asked  his  own  bank 
to  accept  the  bill  for  him,  will  naturally  have  to  supply 
counter-value  in  some  form  or  other,  usually  in  the 
form  of  a  security  given  to  that  biink.  The  security 
could,  inter  alia,  l>e  the  following:  the  buyer  in  China, 
who  in  turn  now  acts  as  vendor  of  the  same  soy 
l>cans  to  another  merchant  in  London,  who  acts  as 
buyer,  will  also  ask  the  said  London  merchant  to 
accept  a  bill  for  the  payment  of  the  purchase  money. 
The  buyer  in  London  will  prol>al>ly  again  be  in  the 
same  (x>siiion  and  have  his  own  b;inking  connection, 
and  as  bills  drawn  on  firstcla.ss  banking  houses  and 
accepted  by  them  can  as  a  rule  be  more  readily 
discounted  than  bills  that  are  only  accepted  by  the 
buyer  of  the  good%.  it  frctpiently  happens  that  buyers 
abroad  request  their  own  Linking  institution  to  o[>en 
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a    so-called     confirmed    credit,     upon    which    bills    o 
exchange  can   be  drawn. 

In  this  way  a  first-class  banking  house  in  London  can 
address  a  letter  (or  a  telegram)  to  an  exporter  of  soy 
beans  in  China  authorizing  such  exporter  to  draw 
bills  of  exchange  on  it  up  to  a  certain  amount  against 
the  sale  of  soy  beans  to  a  purchaser  in  London,  and 
promising  in  this  letter  to  pay  such  bills  on  maturity 
to  every  lawful  holder.  On  the  ground  of  such  a 
confirmed  bank  credit  the  exporter  in  China  will  no 
longer  draw  a  bill  on  his  buyer  in  London  but  on 
the  bank  indicated  in  this  way  by  the  latter,  and 
the  exporter  will  offer  for  sale  the  bills  thus  drawn 
by  him  up  to  the  amount  of  that  letter  of  credit  to  a 
banking  concern  in  China.  The  banks  in  China  will 
as  a  rule  readily  discount  such  bills  which  are  confirmed 
by  a  first-class  banking  house  in  London,  as  they  are 
certain  that  the  London  bankers  will  accept  these 
bills  on  presentation  and  the  standing  of  the  London 
bank  provides  sufficient  security  that  the  bill  will  be 
honoured  at  maturity. 

As  a  rule  the  shipping  documents  (the  Bill  of 
Lading,  Insurance  Policy,  etc.,)  are  deposited  with  the 
discounting  bank  as  security  by  the  exporter  in  China, 
by  virtue  of  which  documents  the  bank  has  as  security 
the  possession  of  the  goods  shipped.  These  documents 
are  then  on  arrival  presented  to  the  bank  on  which 
the  bill  is  drawn  with  a  statement  to  the  effect  that 
the  documents  will  be  delivered  on  the  acceptance  of 
the  bill  by  the  London  bank.  The  London  bank 
will  then  by  accepting  the  bill  be  bound  to  pay  it, 
but   it   has    on  the  other  hand  obtained  possession  of 
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security  lor  this  payment  in  the  form  of  documents 
by  means  of  which  it  can  obtain  deliver)'  of  the  goods 
and.  if  necessary,  cause  them  to  be  stored  in  its 
name.  s«»  ''>tt  its  rijjht  of  pl'.l  "•  »<»  ihose  goods 
is  sure. 

Such  bills,  so-called  first-cla^»i>  coniinncd  banking 
bills  on  London  for  instance,  will  as  a  rule  be  readily 
accepted  by  a  Central  Bank  in  China,  so  that  the 
Bank  in  this  way  will  also  be  in  a  position  to  finance 
the  crops  in  China  by  granting  discounts  and  advances 
on  similar  bills  to  the  exporter  of  soy  beans  in  China. 
In  the  first  case  the  Central  Hank  will  receive  in 
China  the  repayment  of  bills  discounted  by  it.  and  in 
the  second  case  in  London,  where  the  sum  |>aid  to 
it  could  be  used  to  supplement  its  gold  reserve 
abroad,  so  that  in  both  cases  such  discounts  should 
be  very  attractive  for  the  Bank  of  Issue. 

The  Hank  of  Issue  need  not  only  accept  such  bills 
from  the  vendors,  e.g..  from  the  private  merchants  in 
China,  but  may  also  take  over  such  bills  from  the  banks 
which  have  accepted  them  from  the  merchants  in  the 
first  insuncc.  It  would  even  be  better  for  the  Central 
Hank  that  such  bills  should  be  presented  for  discount 
through  banks  in  China  as,  generally  s|)caking,  it  may 
be  considered  more  regular  if  the  trade  should  do 
its  tanking  business  with  private  banks.  The  private 
bank  may  then  continue  to  do  its  business  with 
merchants  and  the  Central  Bank  has  the  additional 
security  of  the  signature  of  the  private  bank  on  the 
paper  presented. 

In  yet  another  manner  can  the  Central  Bank  be  of 
use   to   the   private    banking   houses.       Suppose   that 
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the  private  bank  prefers  to  keep  the  discounted  bills, 
and  yet  wishes  to  make  its  discounts  Hquid  once 
more,  then  it  can  deposit  these  same  bills  with  the 
Bank  of  Issue  as  security  and  in  this  way  obtain  a 
loan,  requesting  these  bills  with  the  documents  attached 
to  be  sent  to  Europe  to  the  branch  of  the  Bank  of 
Issue,  and  to  have  them  presented  for  acceptance  to 
the  London  bank  in  question,  and  after  acceptance 
to  place  these  bills  at  the  disposal  of  the  representatives 
of  the  private  bank  which  gave  these  discounts  as 
security  for  loans  in  China.  The  said  representatives 
of  this  private  bank  in  London  can  try  to  negotiate 
these  bills  privately  on  the  London  market,  which 
private  discount  will  in  most  cases  probably  be  at  a 
lower  rate  than  that  of  the  Central  Bank  in  China. 
The  private  bank  in  China  will  then  during  the  transit  of 
these  bills  to  Europe  have  obtained  an  advance  from 
the  Central  Bank  on  this  security  and  consequently 
have  kept  its  capital  liquid,  and  yet  will  have  been 
able  notwithstanding  to  profit  by  a  low  private 
discount  in  London,  by  again  selling  these  bills  on 
advantageous  terms.  The  Bank  of  Issue  in  this  way 
receives  the  repayment  of  its  advance  in  London 
and  may  again  use  this  money  to  reinforce  its  gold 
reserve  abroad. 

The  Central  Bank  in  China  may  therefore  be  in  a 
position  to  render  excellent  service  both  to  commerce 
and  private  banking  concerns,  either  by  discounting 
such  bills  itself  or  by  advancing  money  in  the  form 
of  a  loan  on  the  security  of  the  bills,  the  latter  more 
particularly  to  banks  established  in  China.  These 
banking    facilities    granted    by    the    Central    Bank   in 
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Netherlands  India  are  frequently  ma  le  use  of  by  the 
private  banks,  even  by  the  largest  and  most  powerful 
concerns  among  them. 

B.     Loans. 

As  a  rule  the  advance  of  money  in  the  fonn  of  a 
loan  on  security  is  also  considered  part  of  the  function 
of  a  bank  of  issue.  This  security  may  consist  of 
stocks,  merchandise,  bills,  precious  metals  or  even 
sometimes    of  jewellery   and   similar  objects  of  value. 

As  with  all  business  to  l»e  done  by  the  Bank  of 
Issue,  it  will  have  to  l>e  most  careful  in  ^rantin;,'  loans 
on  security  as  counter-value  of  its  note  issue,  both 
with  re^^ard  to  the  borrower  and  t*)  the  securiiN  otfercd, 
and  the  Bank  must  make  it  a  principle  that  the  loan 
must  only  lie  for  a  limited  pcrioil  and  that  it  may  be 
easily  recalled,  cither  by  reason  of  the  financial  strength 
of  the  borrower  or  the  liquiilii\  i)f  ihr  I'lcJvc  t>r  still 
better  through  both  together. 

Hence  the  Bank  may  only  acccpi  a->.  plvd^ci.  such 
stocks  as  may  be  reasonaiily  assumed  to  be  sound 
and  also,  if  necessary,  readily  saleable  in  case  of 
defalcation. 

The  latter  is  a  particularly  difficidt  question.  It 
may  happen  that  the  stocks  and  shares  are  really  very 
sound  and  in  every  way  to  l^e  recommended  for  a 
safe  investment,  but  yet  they  may,  in  times  of  crisis 
and  tension,  prove  unsaleable,  and  it  even  frequendy 
occurs  that  less  sound  slock,  indeed  slock  of  a  really 
s|)cculativc  nature,  mav  fuul  .i  n-.itlirr  s.ilc  ih.in  the 
ver)'  sound  (>a{)cr. 
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It  is  therefore  impossible  to  state  fixed  rules  for 
loans  on  securities  by  a  bank  of  issue  and,  in  this 
respect  particularly  confidence  must  be  placed  in  the 
sound  opinion  and  practical  experience  of  the  Manage- 
ment of  the  Bank  in  their  selection  of  the  stocks 
which  may  be  accepted  as  pledges  for  loans. 

This  also  applies  to  loans  on  merchandise.  It  is 
undoubtedly  the  function  of  the  Bank  of  Issue  to  employ 
its  funds  for  loans  on  goods,  because  it  will  in  this 
way  be  of  real  assistance  to  trade  proper,  both  import 
and  export. 

The  value  of  the  goods  is  however,  for  the  staff  of 
a  bank,  much  more  difficult  to  assess  than  the  value 
of  stocks  and  shares.  Not  only  is  there  an  infinite 
variety  of  kinds,  but  goods  may  deteriorate  by 
being  kept  too  long  or  for  other  reasons,  so  that  in 
many  cases  a  loan,  on  goods  which  at  first  were 
excellent  security,  may  deteriorate  to  such  an  extent 
that  the  security  as  it  were  slips  from  the  hands  of 
the  Bank  of  Issue,  even  without  there  being  any 
question  of  fraud. 

Another  objection  to  loans  on  goods  is  that  these 
goods  must  as  a  rule  be  stored,  so  that  a  continual 
guard  or  supervision  is  required,  not  only  on  the  actual 
storage  of  the  goods,  but  also  to  see  whether  they 
remain  so  stored.  This  may  not  be  so  difficult  in  the 
case  of  goods  which  are  warehoused  in  so-called  bonded 
stores,  or  of  goods  which  require  no  further  treatment, 
but  it  is  much  more  so  with  goods  which  must  still 
be  subjected  to  a  more  or  less  extensive  treatment, 
as  for  instance,  coffee,  dammar,  copra  and  such  like, 
which  must  be  sorted,  aired  or  turned,  etc. 
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Hence,  allhoujfh  ihc  Hank  of  Issue  should  in  principle 
also  employ  its  funds  for  loans  on  goods,  so  many 
incidental  circumstances  arc  connected  with  such  luans. 
and  the  assistance  ol  su  many  middlemen  is  rcijuircd 
in  comparison  with  the  very  simple  loans  on  stocks, 
that  a  bank  of  issue  must  be  extremely  careful  with 
regard  to  loans  on  merchandise  and  should  preferably 
only  enter  into  this  kind  of  business  with  sound  fmancial 
I)Coplc  who  could  act  as  middlemen  between  the  Hank 
and  the  owner  of  the  merchandise. 

It  is  certainly  a  remarkable  fact  that  practically  every 
bank  of  issue  which  grants  loans  on  goods  will  declare 
on  the  grounds  of  its  experience  that  considerable  losses 
incurred  on  loans  were  very  often  caused  by  loans  on 
merchandise  for  one  of  the  reasons  mentioned  above. 
The  Central  Hank  in  China  should  therefore,  if  it  does 
not  exclude  loans  on  goods  altogether,  be  extremely 
careful  in  granting  loans  on  goods  because  both  adc- 
({uatc  storage  and  supervision  of  same  will  prol>ably 
l)c  more  difricult  in  China  than  in  Western  countries. 

Many  Ixinks  of  issue  also  make  it  |>art  of  their 
business  to  grant  loans  on  precious  metals.  One 
of  the  reasons  for  this  is  the  consideration  that  the 
Uink  will  in  this  way  help  to  attract  into  the  countr>- 
a  slock  of  precious  metals,  which  may  eventually 
serve  to  strengthen  the  country's  meUil  position 
with  reference  to  international  commerce.  Hence 
it  frequently  happens  that  banks  of  issue  offer  special 
facilities  with  regard  to  loans  on  precious  metal,  such 
as  for  instance  a  |>ariicularly  low  rate,  say  of  i^/^ 
or  the  charge  of  only  a  small  margin,  or  even  now 
and    then    an    advance,    without    any     interest     being 
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charged,  on  a  consignment  of  precious  metal  for  a 
certain  period.  This  last  mentioned  measure  is 
generally  taken  with  a  view  to  the  bank  itself  purchasing 
the  metal. 

These  exceptional  facilities  may  certainly  help  to 
attract  precious  metal  into  the  country,  but  it  is  the 
same  with  this  as  with  every  kind  of  business;  if  equal 
facilities  are  offered  by  other  countries,  these  special 
measures  fail  in  the  end  to  benefit  the  country  itself, 
and  have  merely  become  necessary  in  answer  to  the 
policy  of  foreign  banks. 

Another  objection  is  also  thus  created,  viz.,  that 
speculation  in  precious  metal  is  encouraged,  and  that 
the  dealers  in  precious  metal  are  able  to  speculate 
with  very  narrow  margins  and,  consequently,  it  will 
frequently  occur  that  the  precious  metal,  being  but 
slightly  different  in  price  from  that  ruling  in  some  other 
place,  will  be  re-exported,  a  result  precisely  contrary  to 
the  intention  of  the  special  facilities  aforesaid,  which 
were  to  promote  the  importation  of  the  metal. 


The  value  of  discounts  and  of  loans  on  stocks  and 
merchandise  considered  in  connection  with  the  security 
for  the  note  issue  is  judged  variously  in  different 
countries,  so  much  so  that  in  some  (Germany  for 
instance)  the  loans  may  not  count  as  security  against 
the  note  issue.  On  the  contrary,  in  other  countries 
such  loans  are  admitted  as  reserve  against  the  issue 
of  bank-notes. 

It  is  undoubtedly  true  that  first-class  commercial 
bills    with    a    sufficient    number    of   sound    signatures 
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amoii.;  ill-  ^i>;naiorics.  arc  always  to  l>c  considered 
as  ihc  mosl  liquid  a.sscl.  It  seems  lo  mc  therefore 

that  the  Central  liank  in  China  would  do  well  to 
head  its  list  ol  duties  with  taking;  hrstchixs  discounts, 
and  then,  in  the  second  place  only,  with  boinjj  prepared 
to  provide  money  in  various  kinds  of  loans,  under 
very  critical  su|>ervision  as  lo  the  nature  of  the 
security  offered. 

In  some  countries  the  hank  of  issue  is  also  allowed  to 
include  amon^  its  operations  the  advance  of  money  on 
mortjjaj^'e  security.  This  does  not  appear  to  me 
to  l>e  a  justifiable  principle;  money  on  mortgage 
security  is  as  a  rule  j^ivcn  for  lonjjcr  periods,  so 
that  these  loans  will  naturally  not  be  very  liquid, 
particularly  so  as  it  is  a  frequent  phenomenon  that 
in  time  of  crisis  or  of  war,  it  is  difficult  to  realize 
real  property  at  a  reasonable  price.  As  the  first 
law  of  a  bank  of  issue  must  be  absolute  liquidity 
in  all  its  affairs  on  account  of  its  obligation  to  pay 
its  notes  up  to  any  amount  tendered,  it  seems  to  mc 
that  it  is  better  to  exclude  the  advance  of  money  on 
mortgage  from  the  scope  of  a  l)ank  of  issue. 

This  exclusion  nectl  however  not  go  so  far  as  to 
prohibit  the  acceptance  of  so-called  credit-mortgages, 
for  the  piir]>ose  of  obtaining  greater  security.  Such  a 
prohibition  would  1)C  going  too  far.  The  Management 
of  the  hank  must  however  always  bear  in  mind  that 
the  credit-mortgage  ihould  be  but  little  more  than  a 
colbtcral  security  in  order  to  render  the  transaction 
additionally  secure  by  means  of  this  credit-mortgage, 
and  that  the  transaction  should  not  he  undertaken  with 
a  view  to  the  credit-mortgage  only. 
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The  same  objection  is  attached  to  loans  on  sureties 
or  personal  guarantee.  It  must  be  strictly  prohibited 
for  the  Bank  of  Issue  to  furnish  money  on  personal 
surety,  although  on  the  other  hand  the  Bank  may  be 
permitted  to  accept  personal  surety  as  supplementary 
sceurity  in  such  cases  where  the  transaction  itself 
would  also  have  been  done  without  such  surety,  hence 
only  in  such  cases  where  the  surety  serves  to  give  the 
Bank  still  more  guarantee  than  it  otherwise  would 
possess. 

The  advance  of  money  on  jewels,  gold  and  silver 
ornaments  and  other  jewellery  is  a  peculiar  branch  of 
business  and,  although  this  kind  of  loan  need  not  be 
excluded  altogether  from  the  function  of  the  Bank  of 
Issue,  care  will  have  to  be  exercised  even  to  a  greater 
extent  in  accepting  such  objects  as  pledges  for  loans. 
Generally  speaking,  it  may  safely  be  asserted  that 
such  loans  belong  more  to  the  sphere  of  private  banks. 

The  investment  of  the  capital  and  later  on  of  the 
reserve  fund  and  other  assets  on  the  balance-sheet, 
such  as  the  bank  premises  etc.,  do  not  require  special 
treatment  here  as  they  do  not  belong  to  the  duties 
peculiar  to  a  bank  of  issue. 


CHAPTER  XI. 
Custody  of  property. 


In  many  countries  the  custody  of  objects  also  comes 

within  the  scope  of  the  functions  of  the  l^ank   of  issue. 

As    a   rule    the    bank    of  issue   will    enjoy    the    full 
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confidence  of  the  public,  and  also  of  ihc  Government 
and  other  public  iKxiies  such  as  provincial  and  municipal 
boards.  The   bank   of  issue  is    therefore   eminently 

suited  for  or^^'anizin^  a  service  for  the  custody  of 
valuables. 

This  custody  may  consist  of  the  acceptance  of 
securities  and  other  articles  of  value,  and  also  of 
documents,  title-deeds,  mortjjajjc  deeds,  etc. 

The  custo<ly  may  be  so-callcil  "open"  or  "scaled". 
In  the  case  of  open  custody  the  bank  is  usually 
entrusted  with  the  administrative  duties  connected 
with  the  object  dej)Ositcd.  while  in  scaled  custody  the 
client  generally  does  this  himself.  This  administration 
consists  of.  in  the  case  of  stocks  for  instance,  the 
cutting  of  coupons  and  dividend  warrants  as  they  fall 
due.  of  the  withilrawal  from  custcxly  of  lx)nds  that 
have  been  drawn  out  by  lot.  and  of  talons  for  new 
coupon    sheets,  claim  coupons,  etc.  As  a  rule  it  is 

advisable  that  such  administration  should  be  entrusted 
to  a  bank  (or  a  dealer  in  stocks).  tx!cause  a  bank 
(or  such  a  dealer)  is  as  a  rule  better  efiuij)ped  for  the 
execution  of  such  duties  than  private  individuals. 
Several  banks  of  issue  have  consequently  made  the 
stipulation  that  stocks  and  shares  may  not  \yc  deposited 
with  them  otherwise  than  in  oj)en  custody,  they  being  at 
the  same  time  entrusted  with  the  administration  on 
behalf  of  the  dej>ositor. 

Closed  custody  is  more  serviceable  for  objects  which 
require  no  manipulation  whatever,  as  for  instance 
valuable  books,  gold  and  silver  ware,  ornaments  and 
jeweller)-,  testaments,  deeds,  etc. 

The    Bank    of  Issue   must  however,  with    regard  to 
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the  custody  of  stocks  and  shares,  bear  in  mind  that 
this  work  is  also  wilHngly  done  by  private  banking 
houses  and  that  it  may  therefore  not  attempt  to  compete 
with  them  to  their  detriment.  The  Bank  of  Issue 
already  possesses  an  advantage  over  the  private 
banks  because  in  the  opinion  of  the  great  mass  of  the 
public  it  is  more  reliable  than  other  banks.  There 
is  no  reason,  however,  why  the  Bank  of  Issue  should 
to  the  benefit  of  those  private  banks  abstain  totally 
from  taking  stocks  and  shares  into  safe  custody. 
Its  policy  should  in  this  connection  be  similar  to  that 
described  on  page  io8  in  reference  to  its  attitude 
towards  the  private  banks.  As  soon  as  the  public 
desires  to  entrust  the  Central  Bank  with  the  custody 
of  its  stocks  and  shares,  the  Bank  will  have  to  do  so, 
and  having  once  done  so  it  will  have  to  carry  this 
function  to  the  highest  possible  degree  of  perfection, 
with  every  facility  for  the  depositors. 

In  this  case  also  the  Central  Bank  may  not  compete 
with  private  banks,  but  there  is  no  reason  whatsoever 
why  it  should  not,  on  being  asked,  proffer  its  assistance 
in  this  connection. 

On  the  other  hand  however  the  Bank  of  Issue  is  in 
some  cases  more  suited  than  any  private  bank  to  have 
the  custody  of  certain  property,  particularly  that  belong- 
ing to  the  State,  Provinces,  Municipalities  or  other 
public  bodies,  to  the  State  Savings  Bank  and  similar 
institutions,  because  peculiar  objections  may  be  connected 
with  the  deposit  of  valuables  by  such  bodies  with  private 
banks.  Hence  we  find  that  practically  everywhere 
the  Government  has  made  arrangements  with  the 
bank   of  issue   of  the   country   for   it   to   assume    the 
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custody  of  valuables  on  behalf  of  such  public  Ixxlie^i. 
The  liank  of  Issue  should  nut  refuse  to  assume  the 
custody  of  such  property  without  special  reasons. 
If  the  Central  Hank  in  China  has  sufViciently  maintained 
its  independence  of  the  Goveniment.  which  I  discussed 
in  detail  in  Chapter  I.  then  it  will  also  in  the  end 
become  the  institution  most  suited  to  undertake  the 
custody  of  valuables  on  behalf  of  such  public  bodies. 
The  Hank  should  therefore,  in  this  direction  also,  take 
its  measures  from  the  be^innin^. 


PART   IV. 

THE  CENTRAL  BANK  WITH 

REFERENCE   TO   THE   GOLD   AND 

SILVER  STANDARD. 


We  have  now  come  to  one  of  the  most  difficult 
questions,  viz.,  whether  the  Bank  must  work  on  a  gold 
or  on  a  silver  standard,  and  what  position  the  Bank 
will  take  up  with  regard  to  the  conditions  at  present 
existing  in  China. 

The  question  of  the  reform  of  Chinese  currency 
either  on  a  gold  or  a  silver  standard  I  have  discussed 
fairly  minutely  in  "On  Chinese  Currency"  Vol.  I. 
I  shall  therefore  in  the  main  refer  the  reader  to  that 
volume  for  the  treatment  of  this  question,  and  shall 
now  only  add  some  supplementary  remarks. 

The  ultimate  object  of  the  Central  Bank  in  China 
should  be  to  work  on  a  gold  standard  or  at  least  a 
gold  exchange  standard.  It  will  however  be  some 
time  before  this  object  can  be  attained,  and  in  the 
meantime  the  Bank  will  have  to  accommodate  itself  to 
the  conditions  at  present  prevailing  in  China  and  to 
the  process  of  development  which  these  conditions 
will  pass  through  before  reaching  a  new  era  in  banking 
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and  currency.  The    Bank  must  above  all  sec  that 

it  is  not  established  on  a  purely  theoretical  Itasis. 
which  would  place  it  otit^iidc  the  actual  economic  life 
of  China  and  would  consequently  render  it  a  bilure. 
In  Volume  I  of  "On  Chinese  Currency"  I  have  however 
already  emphatically  fK>inted  out  the  j;reat  imporLincc 
of  working,  from  the  very  beginniniij.  on  a  xioUl  or 
on  a  ^old  exchange  standard  as  far  as  {K)ssible,  and 
this  for  the  following  principal  reasons:  viz.,  in  the 
first  place  because  a  sufficient  degree  of  stability  for 
banking  and  currency  can  only  be  jiemianently  obtained 
by  means  of  a  gold  standard,  so  that  it  must  be 
attempted  from  the  very  begiiunn.;  to  create  a  nucleus 
of  the  gold  standard  to  enable  business  to  be  done 
on  that  footing  as  soon  as  |>ossiblc,  and  in  the  second 
place  l)ccause  it  may  be  greatly  to  the  advantage  of 
the  community  to  start  from  the  very  beginning,  even 
if  only  in  theory,  with  a  gold  unit  for  calculation 
purix>ses.  hxed  at  once  so  that  s|x.*ctdation  on  the 
future  determination  of  the  gold  unit  is  prevented,  a 
sfjcculation  w  hich  in  other  countries  has  led  to  serious 
results,  and  so  as  to  reserve  for  the  community  from 
the  beginning  the  great  advanUge  to  be  obtained  from 
the  issue  of  a  token  coin  on  the  gold  standard,  at  a 
previously  determined  value.  In  this  was  would  be 

avoided  the  disadvantages  which  arose  from  the  cur- 
rency reform  in  British  India  and  the  .Straits  5>ctllcmcnts 
where  the  silver  money  in  circidation  was  artificially 
raised  until  its  value  was  sufficiently  above  that  of  the 
intrinsic  value  for  the  pur|x)sc  of  the  currency  reform. 
This  currency  policy,  in  British  India  particul.irly. 
caused    the   irrevocable   loss  to  the  community  of  the 
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valuable  coin  reserve  which  could  have  been  formed 
from  the  difference  between  the  ultimate  nominal  value 
and  the  intrinsic  value  of  the  token  money.  Many 
millions  were  thus  lost  to  the  community  in  British 
India,  which  could  have  been  used  so  well  in  re- 
inforcing the  gold  reserve,  whereas  the  British  Indian 
Government  was  not  able  in  the  end  to  deny  its 
responsibihty  for  the  maintenance  of  the  gold  value  of 
the  rupee,  although  it  at  first  denied  such  responsibility 
in  theory. 

In  my  first  volume  I  briefly  indicated  as  the  best 
solution  of  this  problem  that  it  should  be  made  pos- 
sible to  use  provisionally  two  systems  of  currency,  side 
by  side,  that  is,  the  present  silver  standard  in  which 
silver  is  in  circulation  at  its  own  intrinsic  value,  and 
at  the  same  time  a  sort  of  gold  standard,  i,  e.  a  gold 
exchange  standard  in  which  the  medium  of  circulation, 
viz.,  the  bank-notes  of  the  Central  Bank  and  eventually 
a  token  coin  of  silver,  as  soon  as  the  issue  of  such 
coin  has  become  possible,  will  be  based  on  a  gold 
value.  In  my  previous  work  I  have  already  touched 
upon  what  the  position  of  the  Central  Bank  will  be 
with  regard  to  these  two  standards ;  I  wish  to  add  here 
some   further   remarks  on  this  very  important  subject. 


CHAPTER  XII. 
The  Central  Bank  and  the  gold  standard. 

I  am  of  opinion  that  it  would  be  wise  for  the  Central 
Bank  to  build  up  its  organization  on  the  gold  standard 
from  the  very  beginning.         Thus,  for  instance,  it  will 
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have  to  kc  {>  li.  ijvoit  accounts  in  the  new  fictitious 
gold  unit,  enter  into  contracts  with  others  on  the 
)(old  standard,  issue  its  bank-notes  in  denominations 
of  the  same  gold  unit,  but  it  must  on  the  other  hand 
be  possible  to  pay  the  Bank  in  the  various  kinds  of 
silver  current  in  the  countr>'  (the  several  kinds  of 
dollars,  sycce,  etc.)  until  these  various  kinds  of  silver 
coins  and  values  have  been  finally  banished  by  a 
silver  token  coin  also  to  be  issued  on  the  ^old  standard. 

Objections  have  been  made  to  this  in  various 
quarters  to  the  effect  that  the  value  of  silver,  would 
consequently  still  further  drop  because  China,  which 
is  now  still  the  greatest  consumer  of  silver  would 
then  proceed  to  exclude  silver,  and  that  such  further 
decrease  in  the  value  of  silver  would  lead  to  disastrous 
results    for  China.  I    am  absolutely  convinced  that 

this  fear  is  unfounded  and  only  arises  from  a  mis- 
undersunding  of  the  reorganization  of  the  currency 
of  China  proposed  by  me. 

If  this  pro|>osed  reorganization  were  eventually 
carried  into  effect,  China  would  then  t)ass  through 
three  phases.  The  first  phase  will  l>c  that  in  which 
silver  metal,  hence  exclusively  silver  dollars,  sycee.  etc.. 
in  other  words  a  medium  of  circulation  on  the  silver 
standard,  will  tx:  in  circulation  as  the  principal  means 
of  |*aymt:nt;  the  second  plutse  that  in  which  a  commen- 
cement will  l>c  made  with  the  issue  of  a  silver  token 
coin  and  during  which,  as  a  transition  fjcriod.  the  old 
silver  coins  and  the  new  silver  token  coins  will  l>e  in 
circulation  si*le  by  side,  as  for  instance  has  been 
the  case  without  <lclrimcnt  in  the  Dutch  Indies  for  so 
many  years,  and  the  third  phase  will  be  that  in  which. 
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as  far  as  silver  coinage  is  concerned,  the  silver  token 
coin  only  will  be  current  throughout  the  country  and 
the  circulation  of  a  silver  coin  on  a  silver  standard 
will  be   entirely  abolished. 

I  also  feel  sure  that  in  all  three  phases  a  very  con- 
siderable silver  circulation  will  be  necessary  in  China, 
and  that  it  is  very  possible  that  during  the  third  period, 
after  the  general  distribution  of  the  silver  token  coin, 
even  more  silver  will  be  needed  in  China  than  during 
the  present  phase  of  the  pure  silver  standard.  The 
enormous  development  of  the  country  which  may  be 
expected  after  a  proper  reorganization  of  the  currency 
will  naturally  lead  to  such  phenomenon  as  was  seen 
with  the  rupees  in  British  India,  where  since  1898 
considerable  amounts  have  been  minted  and  brought  into 
circulation.  A  similar  evolution  with  an  increased 
demand  for  silver  coin  may  certainly  be  expected  in 
China  also. 

It  is  moreover  to  be  expected  that  the  first  phase, 
and  most  probably  the  second  also,  will  necessarily 
be  of  long  duration.  I  have  already  repeatedly  in 
my  first  volume  given  an  emphatic  caution  against  a 
premature  issue  of  silver  token  coins,  and  I  shall  re- 
peat this  warning  here.  A  token  coin  can  only  be 
issued  by  a  Government  that  is  strong  enough  to 
prevent,  even  in  the  far  interior,  the  false  coinage  of 
silver  coins  of  full  weight,  and  moreover  strong  enough 
to  prevent  the  importation,  at  any  part  of  its  frontiers, 
of  imitation  silver  money  from  other  countries. 

The  Chinese  Government  is  not  by  any  means  in 
a  position  at  present  to  thwart  this  false  coinage, 
both    on    account    of  the  great  extent  of  the  Chinese 
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iciruui).  oi  wnicn  inr  ironticrs  arc  as  yd  iiisumcicml) 
jiroittlcJ.  and  l>ccausc  of  ihc  lack  of  means  of  rapid 
communication  so  that  many  |jarts  of  the  inicriur  arc 
only  reached  with  difficuli)  by  the  Central  (it»vcrnmeni, 
and  hnaiiy  also  l>ccaiisc  uf  the  very  [>cculiar  conditions 
prevailing  in  connection  with  the  numerous  foreign 
concessions,  which  have  as  it  were  created  various 
foreign  territories  in  the  country  it-self.  If  the  Chinc5»c 

Government  were  therefore  to  proceed  to  introduce  a 
system  of  currency  with  a  silver  token  coin  under  the 
present  circumstances,  I  sliouUi  very  much  fear  that 
the  system  would  result  in  a  toLiI  failure,  which  would 
lead  to  the  most  disastrous  conse<|ucnces  for  the 
population.  For  a  considerable  space  of  time  therefore, 
China  or  at  least  a  large  portion  i)(  it  will  have  to 
do  without  a  silver  token  coin,  and  silver  in  its  present 
form  will  to  a  great  extent  have  to  continue  to  lullil 
its  task  as  medium  of  circulation.  Nevertheless  one 
could  lK!v(in  to  work,  at  the  same  time,  with  the  )s'"'^ 
stanilard  in  the  ho{>e  that  this  gold  sundard  will  coniinu- 
aJIy  gain  more  ground  and  will  eventually  replace 
the  silver  slandartl  entirely. 

liierc  is  a  ^'reat  iliffercncc  Inrtwcen  working  witii 
a  silver  token  coin,  the  intrinsic  value  of  which  is 
lower  than  the  nominal,  and  working  with  a  bank-note 
of  no  intrinsic  value  whatever,  but  which  derives  its 
entire  value  from  the  soundness  of  the  institution 
issuing    the    notes.  The    imitation    of   a    carefully 

manufactured  bank  note  is  much  more  difficult,  and  a 
much  larger  and  more  expensive  installation  is  required 
for  the  purpose.  The  suj>er%'ision  of  bank-notes  is 
also  much  keener  because  each  note  bears  a  separate 
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number  and  date,  so  that  the  identity  of  each  bank-note 
can  be  traced.  Hence  the  quantity  of  notes  issued 
can  always  be  ascertained  and  therefore  what  number 
is  still  in  circulation  in  the  country,  and  as  soon  as 
bank-notes  would  be  imitated  to  any  considerable  extent, 
a  reserve  note  with  a  different  design  and  of  a  different 
structure  could  be  issued.  For  this  purpose  many 
banks  of  issue  have  always  one  or  more  kinds  of 
so-called  emergency  notes  in  reserve  for  immediate  issue 
on  the  forgery  of  its  notes  being  done  on  a  large  scale. 

All  these  guarantees  are  absent  in  the  case  of  token 
coins,  so  that  the  forging  of  token  coins  can  only  be 
prevented  by  strong  measures  on  the  part  of  the 
Government.  Consequently  even  in  countries  w^herc 
forgery  of  coins  was  common,  it  has  proved  to  be 
possible  to  institute  a  circulation  of  bank-notes  or  of 
State  paper  money  without  any  real  difficulty. 

A  well-ordered  cheque  and  transfer  system  will 
moreover  greatly  assist  the  use  of  a  fictive  gold  unit, 
for  naturally  the  clearing  of  transfers  and  cheques  can 
without  difficulty  be  done  in  the  gold  standard,  even 
if  not  a  single  gold  piece  could  be  found  in  the  country. 
A  case  in  point  is  the  extraordinary  success  of  the 
clearing  in  fictive  monetary  units  practised  by  the 
Amsterdam  Exchange  Bank,  which  was,  some  centuries 
ago,  an  international  clearing  institution  for  many  home 
and  foreign  merchants,  (see  "On  Chinese  Currency", 
Vol.  I).  The  same  course  of  business  is  also  proved 
to  have  been  followed  by  the  statements  of  leading 
English  bankers  that  approximately  97V2  %  of  their 
payments  are  made  by  means  of  cheque  clearance 
without  the  use  of  any  coin  whatsoever. 
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Sir  Im.i\  S<iilst>:k.  in  his  interview  with  the  Aincruan 
Monclar)'  Commission,  jjave  remarkable  evi<lcnce  on 
(his    point.  lie    said;    "The    check    has  not  taken 

the  place  ol  coin  or  bank-notes  on  the  continent,  but 
here  wc  have  practically  no  banknote  circuJalion  at 
all.  Our  business  is  cairied  on  through  checks. 
It  is  the  jjrcat  distinction  between  Knglish  banking 
and  continental  l»ankin<^.  The  wholo  circulation  of 

bank-notes  in  England  is  practically  nil.  It  docs  not 
come  to  anything.  The  Hank  of  Kngland's  active 
circulation  now  is  something  like  £  30.ooo.coo.  of 
which  perhaps  £  30.000.000.  is  in  the  hands  of  the 
banks,  but  our  tradr  is  not  carried  on  by  notes  or  coin  ; 
it  is  carried  on  through  bankers'  balances,  through 
checks."  In  other  words,  the  pound  sterling  it,  in 
commerce  in  by  far  the  greater  part  of  I'-ngland.  not  used 
as  a  meilium  of  p.iymcnt  in  the  form  of  gold  pieces 
or  Bank  of  England  notes,  but  as  a  unit  of  account. 
consetjuenlly  to  a  certain  extent,  as  a  fictitious  unit, 
which  is  used  as  a  unit  of  payment  by  means  of  cheques, 
transfers  etc..  and  the  paymenu  are  thus  effected  by 
means  of  bankers'  balances.  The  same,  in  a  slightly 

different  form,  is  found  in  the  extensive  clc.irinL^  svstem 
in  Hamburg. 

The  institution  ol  a  hnitious  unit  in  China  will 
immediately  render  such  clearance  j)Ossible.  and  one 
may  rely  upon  its  soon  being  employed  to  a  large 
extent,    at    least    in    the    |>orls.  .At   one  stroke  the 

acceptance  of  the  g«>ld  unit  makes  such  clearance 
possible,  and  this  simple  measure  will  in  itself  be  a 
.rrcat  step  towards  the  solution  of  the  currency  problem 
in   China. 
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A  doubt  has  been  expressed  in  many  quarters  whether 
the  population  of  a  silver-using  country  like  China 
would  eventually  be  willing  to  accept  a  bank-note  at 
the    nominal     value     indicated    upon    it.  History 

however  teaches  us  that  we  need  have  no  fears  on 
this  point,  for  even  in  silver  countries  where  bank- 
notes and  Government  notes  are  issued  on  a  silver 
basis,  the  value  of  those  notes  is  quite  fictitious,  as 
it  is  only  the  general  unlimited  confidence  of  the 
public  in  those  notes  that  caused  the  value  of  the 
notes  to  be  admitted.  In  this  respect  there  is  no 
difference  in  principle  between  bank  or  Government 
notes  issued  on  a  silver  basis  or  on  a  gold  basis;  in 
both  cases  the  bank-note  or  Government  note  will 
only  be  accepted  as  value  by  the  public  if  the  issuing 
body,  either  a  central  bank  or  a  central  Government, 
enjoys  the  full  confidence  of  the  general  public. 

There  need  therefore  be  no  doubt  that  a  bank-note 
on  a  gold  basis  will  without  difficulty  become  current 
in  a  country  still  on  a  silver  basis.  The  bank-note 
of  the  Java  Bank  was  accepted  without  difficulty  in 
Sumatra,  while  the  silver  dollar  was  still  preponderantly 
in  circulation  there,  and  also  in  the  Straits,  where  banks 
and  money  dealers  and  others  readily  accepted  the 
bank-note  of  the  Java  Bank  at  its  gold  value.  The 
Bank  of  Chosen  (Korea)  was  very  successful  with  its 
issue  of  bank-notes  amongst  a  population  of  Koreans 
who  were  in  about  the  same  condition,  as  regards 
the  currency  at  least,  as  the  greater  part  of  China. 

Confidence  in  the  bank-note  can  naturally  only  be 
maintained  if  the  public  is  always  convinced  that,  being 
the  holder  of  such  a  note,  it  will  at  all  times  receive 


the  actual  coiintcr-valuc  of  the  nominal  amount  men- 
tioncil    on    the    note.  A     very    peculiar    difliculiy 

presents  itself  however  in  this  connection  in  China. 
Ill  nearly  all  countries  where  a  bank  of  issue  is 
establisheil.  the  notes  of  such  a  bank  are  payable  in 
coin  of  the  re.ilm,  either  in  j^old  or  silver  coin,  and 
if  the  latter  then  nearly  always  in  silver  token  money. 
\Vc  have  seen  however  that  lor  tlie  present  it  is 
unlikely  that  a  gold  coin  of  the  country  can  be  brought 
into  circulation  in  China  in  any  large  ([uantity,  and 
that  it  will  prove  impossible  to  issue  a  silver  token 
coin  throughout  the  whole  of  China  for  a  long  time 
to    come.  Hence    the    bank-note    issued    in    China 

ainnot,  at  least  in  the  beginning,  \)c  guaranteed  in 
the  same  manner  as  that  employed  to  maintain  the 
confidence  in  the  notes  of  nearly  all  other  banks  of  issue. 

This  is  one  of  the  greatest  puzzles  of  the  Chinese 
tanking  and  currency  question,  and  yet  I  am  convinced 
that  a  good  and,  at  the  bottom.  fairl\  simple  solution 
can  be  found  to  this  difficulty. 

rhc  Bank,  not  being  able  to  realize  its  lank*notc:» 
in  gold  coin  or  silver  token  money,  will  have  to  find 
another  means  of  making  it  clear  to  the  holder  of 
the  note  that  he  will  always  be  able  to  obuin  the  full 
counter  value  in  another  form.  To  this  end  however 
the  bank  rc<|uircs  th<:  co-oiKTati*»n  of  ihr  (iovrrnment 
and  of  the  private  banks. 

.•\s  far  as  it  will  prove  itnjii.n  ik.hm'  lu  .n.i  uinulate, 
in  China  itself,  this  gold  stock  to  be  used  for  paying 
bank-notes  tendered,  the  Hank  will  have  to  provid' 
counter-value  for  its  notes  in  payments  of  gold  values 
elsewhere    from    its   gold    rcvirvc   abroad,    as    I    have 
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already  explained  in  "On  Chinese  Currency"  Vol.  I. 
It  is  naturally  almost  unthinkable  that  every  private 
individual,  even  for  small  amounts  of  one  or  a  few 
bank-notes  only,  could  obtain  the  counter-value  from  the 
foreign  gold  reserve.  In  order  to  do  so  the  receiver 
of  such  counter-value  should  have  his  business  arranged 
so  that  he  can  receive  the  gold  value  in  that  other 
place  and  use  it  there.  Not  only  large  banks  but, 
to  a  certain  extent,  the  State  also,  are  in  a  position 
to  do  so.  If  now  by  the  co-operation  of  all  large 
banking-  houses  and  also  of  the  State  if  necessary,  it 
proves  possible  to  withdraw  any  amount  of  bank-notes 
from  circulation  because  these  bodies  can  alwa)s 
dispose  of  their  surplus  of  notes  to  the  Bank  of  Issue, 
it  will  then  not  even  be  necessary  to  give  the  holders 
of  the  notes  hard  cash  in  exchange  for  them  if  the 
holder  learns  that  he  can  obtain  the  full  counter-value 
in  some  form  or  other. 

This  counter-value  can  exist  in  many  forms.  The 
holder  can  pay  taxes  with  the  notes,  can  buy  railway 
tickets  with  them,  can  deposit  them  with  his  bank  either 
to  cover  an  overdraft  or  to  form  a  credit  balance  which 
he  can  leave  at  interest  with  the  bank,  or  for  which 
the  bank  can  buy  for  him  stocks  and  shares,  foreign 
bills,  or  transfers  to  other  places,  etc. 

If  every  holder  of  the  bank-notes  were  absolutely 
convinced,  and  retained  the  conviction,  that  he  could 
obtain  all  these  advantages  to  the  full  nominal  value 
of  the  notes  on  their  tender,  the  bank-note  will  gain 
such  confidence  that  it  will  also  be  recognized  as  a 
general  medium  of  payment,  without  the  possibility 
having  yet   been  created  of  paying  the  counter-value 
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everybody  else  with  nolcji.  his  private  creditors,  his 
servants,    etc.  The    banks    will    naturally   ooly  be 

prr()arcd  to  supply  the  counter-value  for  the  notes  in 
those  various  forms  if  ihcy  can  obtain  payment  for 
any  amount  of  notes  held  by  them  from  the  >jold 
reserve  abroad  without  loss.  As  to  the  manner  in 
which  this  end  can  be  atlainctl  I  shall  discuss  thai  in 
detail  later  on.  Assuming  however  for  the  moment 
thai  such  will  l>c  the  case,  then  the  forcijjn  gold  reserve 
will  effeclivel)  serve  to  secure  the  Kink-iiotes.  inasmuch 
as  they  must  1)C  covered  by  liquid  funds. 

In  the  above  statements  I  have  left  the  silver,  at 
present  used  in  China,  entirely  oul  of  consideration  as 
a  means  of  paying  the  counter-value  of  the  bank-notes. 
Nevertheless  silver  can  be  use  J  for  this  purpose  in 
two  forms  vi/  :- 

(a)  as  coins  or  in  the  form  of  sycee  serving  as 
currency  if  the  Hank  should  also  issue  notes  on  a  silver 
basis.  I'his   statement    rc(|uires   further  cxplatialion 

and   I  shall  refer  to  it  again  in  Chapter  XV. 

{6)  purely  as  a  commodity,  in  ihe  same  wa\  as  a 
cheque  or  a  bill  is  paid  for  in  another  currency,  foreign 
coin,  etc..  which  arc  all  exchanged  as  commercial  mer- 
chandise at  a  variable  rate  of  exchange.  In  the 
same  way  silver  can.  to  a  certain  extent,  serve  as 
counter  value  lo  the  notes,  not  in  the  ordinary  form 
of  medium  of  payment  or  coin,  but  ;is  a  commodity, 
but    one    which    is    most    easily    realizable.  In  this 

connection  one  must  for  a  moment  drop  the  notion 
of  silver  as  a  medium  of  circulation,  although  at 
the    <i;ime    time    such    silver    could    with     regard    to 
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another  person  again  assume  the  role  of  circulation 
medium.  The  silver  will  therefore  in  this  respect 
possess  the  two-fold  character  of  commodity  and  medium 
of  circulation  and  will  so  frequently  change  from  the 
one  to  the  other  that  it  will  not  always  be  possible  to  dis- 
tinguish in  which  capacity  the  silver  is  being  used ;  for  if 
the  Bank  should  not  issue  a  second  sort  of  bank-notes 
on  a  silver  basis,  which  I  shall  touch  upon  later,  it 
cannot  in  the  real  sense  of  the  word  pay  its  notes  in 
silver,  viz.,  not  with  silver  in  a  nominally  equal  quantity 
as  expressed  in  gold  units  on  its  notes.  But  just 
as  much  as  the  Bank  will  be  able  to  meet  its  notes 
in  another  way  by  immediately  giving  a  transfer 
upon  another  bank  or  even  upon  one  of  its  own 
offices,  or  by  means  of  a  cheque  on  London,  Berlin, 
New  York  or  Tokio  where  it  will  undoubtedly  be 
payable  in  gold,  or  by  selling  gold  bars  against  its 
notes,  so  also  can  the  Bank  use  silver  in  paying  the 
value  of  its  notes.  Such  silver  must  however  be 
calculated  at  the  rate  of  the  day,  and  in  case  of 
a  rise  in  the  price  of  silver,  a  smaller  quantity  of 
silver  would  be  paid  against  the  note  next  week  than 
this  week,  and  vice  versa  in  case  of  a  fall  in  price, 
just  as  this  would  be  the  case  with  cheques  in  foreign 
currency  at  varying  rates.  The  Bank  thus  simply 
supplies  this  silver  as  if  it  were  a  commercial  com- 
modity. If  the  receiver  of  that  silver  finds  the 
opportunity  of  using  the  same  silver  immediately 
afterwards  in  the  form  of  a  medium  of  circulation  in 
such  places  where  silver  is  still  used  as  a  medium  of 
circulation  on  a  silver  basis,  he  is  naturally  at  liberty 
to  do  so.         The  silver  would  thus  suddenly   change 


iu  (xirt  and  from  commodity  again  become  a  medium  of 
cireulation  in  the  form  of  coin  or  |>erha|>s  even  of  sycee 
In  this  way  the  Bank  will  Ix:  able  to  keep  a 
certain  ({uantity  of  silver  in  its  vaults  as  reserve 
a>^inst  its  notes,  without  however  assuming  the 
jK'rmancnl  obligation  of  using  that  silver  for  realizing 
its  notes.  The  Bank  will  possess  this  silver  in  the 

same  way  as  the  Euro|>ean  banks  reUiin  gold  bars 
In  their  metal  stock,  being  really  nothing  rise  than  a 
«t>mmcHlity  in  precious  metal.  Similarly  tliil  the 
Amsterdam  Exchange  Hank,  when  effecting  its  bookings 
in  fictitious  currcnc).  keep  the  various  local  and 
provincial  and  even  foreign  coins  in  its  vaults  as  a 
commoility  only.  It  Ijought  and  sold  those  coins 
to  its  <lr[K)sitors  at  the  rale  of  the  tlay.  for  to  the  b;ink 
ihcy  were  nothing  more  than  an  article  of  commerce. 
The  receiver  could  however  immetliatcly  use  them  as 
current  coin  by  liquidating  his  obligations  to  other 
persons  with  it. 

The  Bank  must  however  be  most  careful  not  to  accumu- 
late loo  large  a  stock  of  silver  in  its  vaults,  as  it  would 
then  involuntarily  become  involved  in  s|>eculations  in 
silver.  As  the  Bank  has  assumed  the  obligation  of 
|Myijv.:  at  any  time  the  constant  gold  value  of  its  notes 
Im  some  form  or  other,  it  must  beware  of  keeping  its 
)x)s sessions,  hence  also  its  reserve  against  the  note 
1  .  in  a  form  whose  intrinsic  value  is  subject  to 
'  '.sideralilr  fluctuation.  1  have  already  |>ointcd  out 
in  "On  Chinese  Currency  I"  that  the  Bank  will 
'  o!isf<|ucnlly  have  to  l>e  gcncnilly  prepared  to  accept 
liver  in  payment  and  also  to  pay  in  silver,  but  always 
at   the   rate  of  the  day.  i.  r..   only  in  the  shape  of  a 
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commodity,  and  that  the  Bank  must,  If  its  stocks  of 
silver  should  become  too  large  in  proportion  to  its 
obligation  to  pay,  always  protect  itself  against  possible 
loss  resulting  from  the  possession  of  so  much  silver 
by  disposing  of  this  excessive  stock  of  silver  on  its 
own  account. 

If  the  Bank  should  at  certain  times  feel  called  upon 
to  purchase  a  considerable  amount  of  silver  as  sketched 
above,  this  will  probably  be  the  result  of  a  temporary 
abundance  of  silver;  if  on  the  other  hand  in  similar 
circumstances  the  Bank  were  to  place  such  a  considerable 
amount  of  silver  on  the  market  for  immediate  sale, 
this  might  affect  the  price  of  silver  to  a  serious  extent. 
It  will  be  the  Bank's  duty  to  prevent  this  as  much  as 
possible,  and  precisely  in  these  circumstances  a  body 
like  the  Bank  of  Issue  will  be  able  to  act  with  greater 
foresight  than  other  persons,  because  it  will  be  able  to 
sell  partly  for  immediate  delivery  and  partly  for  future 
delivery.  In  this  manner  the  Bank  itself  will  be 
able  to  help  to  moderate  the  excessive  and  unnecessary 
fluctuations  in  the  rate  of  silver. 

In  the  course  of  my  argument  I  have  naturally 
reached  the  question  as  to  what  extent  silver  can 
serve  as  a  cover  for  the  gold  notes  issued  by  the 
Bank  of  Issue.  There  is  a  very  real  difference  in 
making  use  of  silver  as  a  partial  cover  for  the  gold 
notes  and  thie  keeping  of  silver  to  serve  as  cover 
against  notes  on  a  silver  basis,  which  may  be  issued 
by  the  Central  Bank,  (see  (a)  on  page  140.)  As  the 
latter  is  a  most  important  question,  I  shall  devote  a 
separate  chapter  to  it  (see  Chapter  XV  "The  Bank 
and  the  silver  standard"). 
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1  musi  now  return  to  the  question  of  covering  gold 
notes  by  some  or  other  gold  value,  in  order  to  call 
particular  attention  for  a  moment  to  the  very  import- 
ant subject  of  the  maintenance  of  the  gold  parity  of 
the  bank-notes  by  means  of  a  gold  reserve  abroad. 


CHAPrKR    X!1I 

The  nmintcnancL*  of  the  gold  purity  of  the 
bank-notes  by   means  of  a  gold 
reserve  abroad 

i  HIS  iii.iU'  i  lias  already  been  m^v-u^^cd  fairly  niiimi-  i> 
in  the  first  volume  of  this  work,  but  I  consider  it 
advisable  to  refer  again  to  the  subject  here. 

One  of  the  most  serious  objections  made  .i.;.!!!!^! 
the  establishment  of  a  Bank  of  Issue  in  China  with  a 
gold  standard  and  a  cover  against  its  notes  by  a  gold 
reserve  abroad,  is  that  this  gold  reserve  would  be 
exhausted  by  a  temporarily  unfavourable  l)alancc  of 
trade,  or  rather,  balance  of  ftaymcnt  in  China,  with 
the  result  that  either  the  cover  for  the  notes  would 
disappear  entirely  or  the  note  issue  itself  would 
shrink  to  such  an  extent  that  the  Bank  would  no 
longer  have  any  reason  to  exist.  It  seems  to  me 
that  on  proper  invcsti>;ation  of  these  objections  we 
shall  find  that  there  need  \yc  no  fear  of  either  the 
one  or  the  other  danger  l>cing  incurred. 

In  estimatin;^'  the  danger  of  the  gold  reserve  being 
exhausted    by   reason   of  an  adverse  balance  of  trade 
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or   of  payment,    two   aspects  of  the  question  must  be 
borne  in  mind:- 

I.  The  question  placed  before  all  gold  standard 
countries  viz.,  In  how  far  do  the  stocks  of  gold 
of  a  country  run  the  risk  of  being  exhausted  for 
the  settlement  of  an  adverse  balance  of  trade?  and 

II.  In  how  far,  with  special  reference  to  China,  is  the  gold 
reserve,  which  has  been  accumulated  to  maintain 
the  value  of  the  gold  notes  of  the  new  Central  Bank, 
exposed  to  drainage  for  the  settlement  of  an  adverse 
balance  of  trade  or  payment  of  China? 

With  regard  to  the  first  question,  I  must  state  that 
the  balance  of  payment  of  a  country  is  determined 
on  the  one  hand  by  the  relation  of  its  exports  to  its 
imports  (i.  e.,  the  balance  of  trade).  On  the  other 
hand  it  is  influenced  by  all  sorts  of  transactions  and 
other  circumstances  affecting  the  total  amount  of  the 
financial  liabilities  of  a  country  and  of  its  inhabitants. 
Amongst  these  circumstances  the  regular  remittance  to 
and  from  residents  abroad  and  the  payments  of  dividends 
to  foreign  shareholders  and  from  foreign  debtors  play  a 
large  part.  But  if  all  these  circumstances  have  been 
taken  into  account,  and  the  balance  of  payment  of  a 
country  still  proves  unfavourable,  the  mutual  claims  of 
this  and  the  other  countries  can  no  longer  be  settled 
by  the  reciprocal  drawings  of  bills  of  exchange  or  by 
exchanging  commodities,  and  hard  cash  or  bars  with 
which  to  settle  the  balance  must  be  used  as  a  last  resort. 

However  it  should  be  borne  in  mind  that  in  such 
a  case  metal,  even  a  metal  coin,  is  no  longer  used  as 
money,   but   as   a  commodity   which   at   that  moment 
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proves  to  be  the  cheapest  commodity  for  export,  as 
long  as  the  other  commodities  are  not  available  at 
cheaper   prices.  This   settlement   can   of  course  be 

facilitated  if  ^old  is  already  available  abroad,  earmarked 
in  foreig^n  countries,  or  in  the  shape  of  ^old  values 
(credit  balances  with  bankers,  first-class  bills,  etc.,  on 
which  assets  the  Central  Bank  could  draw  cheques  in 
foreign  gold  currency,  etc.).  Hut  if  too  much  gold 
is  thus  withdrawn  either  from  the  counlr)-  or  from 
the  gold  reserve  .ibroad.  monCN  will  Inrcomc  scarce 
and    consequently    dear.  Therefore     a     continued 

drainage  of  this  reserve  will  brinj;  about  a  contraction 
of  money,  ciuailinj;  a  depreciation  in  the  value  of 
other  commodities,  bonds,  stocks,  merchandise,  etc., 
tinlil  jjoUl  is  no  longer  the  chea|)esi  commodity  for 
international  settlement,  and  other  goo<ls  r.in  again 
l>c  more  conveniently  used  for  this  purpose. 

High  rates  of  interest  will  also  stimulate  jxrople  to 
invest  their  capital  in  the  country  of  dear  money, 
therefore  this  contraction  of  money  will  at  a  certain 
moment  call  into  play  counterforccs  stimulating  the 
exports  of  commotlilics  antl  influx  ol  new  capital  and 
thus  influencing  favourably  the  balance  of  fiayment. 
Fventually  even  the  raising  of  a  loan  might  for  the 
moment  restore  the  favourable  lalancc. 

.•\s  to  the  second  question.  With  special  reference 
to  China's  lalance  of  trade  anti  of  payment,  a  previous 
investigation  into  its  actual  condition  is  necessar>- 
beforc  discussing  the  question  as  to  how  far  the  gold 
reserve,  accumulated  for  the  maintenance  of  the  j>arity 
of  the  gold  notes  of  the  pro|>oscd  Central  Bank,  is 
exposed     to    drainage.        Ihc    real    condition    of   the 
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balance  of  trade  and  of  payment  must  be  known  exactly 
before  one  could  advise  taking  the  far-reaching  decision 
of  introducing  a  gold  standard  or  even  a  gold  exchange 
standard  as  a  single  monetary  system  for  China. 

It  is  very  difficult  to  know  whether  the  balance  of 
payment  of  China  is  favourable  or  unfavourable.  It 
might  be  both  favoui-able  and  unfavourable  at  different 
seasons  within  the  period  of  one  year.  Especially 
in  the  case  of  a  country  like  China,  where  its  resources 
are  still  open  to  such  considerable  development,  one 
must  bear  in  mind  that  there  are  so  many  circum- 
stances which  may  affect  the  balance  of  trade,  such  as,  for 
instance,  new  railway  materials  and  other  goods  delivered 
at  once  and  which  are  only  to  be  paid  for  in  instalments 
spread  over  a  period  of  40  or  50  years.  These 
imported  instruments  of  production  may  after  a  few 
years  have  a  great  secondary  influence  on  the  develop- 
ment of  the  resources  and  indirectly  on  the  exports 
of  the  country. 

In  the  case  of  China  there  is  still  another  circum- 
stance that  is  likely  to  influence  the  balance  of  payment 
in  its  favour,  which  cannot  be  traced  from  the  statistics 
of  imports  and  exports,  viz.,  the  great  number  of  Chinese 
people  residing  abroad  who  annually  send  or  bring 
their  savings  to  China.  It  is  even  argued  on  this 
ground,  that  the  balance  of  payment  would  be  in 
favour  of  China. 

At  all  events  it  is  to  be  expected  tliat  the  currency 
reform  will  have  a  favourable  influence  on  the  develop- 
ment of  the  country  and  that  China's  own  resources 
will  increase.  The  reform  will  facilitate  in  a  high 
degree  the  investment  of  new  capital  for  its  industries, 
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comrade  I  on  a  sublc  ^old  l).isis.  All  thc^  icaturcs 
will  be  of  a  very  material  influence  in  bvour  of  the 
future  balance  of  trade  or  of  payment. 

In  the  meantime  however  the  <{uestion  must  be 
answered  as  to  how  an  adverse  balance  of  the  trade 
of  China  would  be  settle  I  under  the  pro[)oscd  system 
if  it  were  now  t»>  l>c  a[)plied.  What  metal  can 
be  used  for  this  purpose,  and  will  the  gold  reserve. 
kept  against  the  gold  notes,  run  the  risk  of  being 
exhausted  for  such  a  settlement  ^ 

It  will  be  remembered  that  in  tiic  proposed  scheme 
the  gold  reserve  would  be  kept  for  the  greater  part 
in  stocks  ot  metal  and  other  liquid  assets  abroad. 
Of  course,  to  a  ceruin  extent,  these  foreign  rcser\'es 
will  be  affected  in  the  same  ilegrce  by  the  final  settle- 
ment of  unfavourable  balances  of  payment  ixs  the 
stock  of  gold  in  the  country  itself,  and  even  more  so, 
because  the  mctliod  of  settlinji;:  balances  by  way  of 
addition  to,  or  deduction  from  those  foreign  reserves, 
will  often  be  much  more  convenient  and  much  quicker 
than  the  shipment  of  metal  from  one  country  to 
another.  But  it  shouKl  not  Ix:  for^^otten  that  during 
the  first  period  of  the  reform  the  settlement  of  the 
balance  of  trade  of  China  could  also  be  effected  by 
silver  in  the  same  manner  as  has  thus  far  taken  place. 
For  this  pur{K>se  alone  the  silver  currency  should 
remain  in  circulation  together  with  the  gold  exchange 
notes  in  the  preliminary  stage  of  the  reform.  Silver 
then  performs  the  same  function  as  any  other  commo- 
dity such  as,  for  instance,  rice.  For  the  trade  in  silver 
is  an  ingrained  characteristic  o(  Chinc!>c  life,  and  the 
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withdrawal  of  silver  to  a  large  extent  would  also  cause 
a  severe  contraction  of  money  with  the  unavoidable 
result  that  its  export  would  be  stimulated. 

It  is  obvious  that  both  the  gold  reserve  abroad 
and  the  stock  of  silver  in  China  itself  are  available 
for  the  settlement  of  an  adverse  balance.  It  is, 
however,  to  be  expected  that  the  gold  reserve  of 
the  notes  can  be  protected  against  such  a  drainage 
by  the  stock  of  silver  available  in  the  country  in  the 
shape  of  sycee,  bars,  dollars,  etc.,  as  well  as  by  the 
policy  of  the  Central  Bank  in  issuing  these  notes. 
From  the  moment  that  a  considerable  amount  ot  the 
bank-notes  have  been  brought  in  the  circulation  of 
the  country,  and  have  become  in  various  districts 
(treaty  ports  etc.)  a  commonly  used  medium  of  payment, 
(or  in  other  words  the  money  of  the  country)  the  tendering 
for  redemption  of  an  excessive  number  of  notes  would 
lead  to  such  a  serious  scarcity  of  money,  that  the  above 
mentioned  counterchecks  would  be  felt  in  a  most 
striking  manner.  For  if  the  circulation  of  these 
notes  were  to  become  too  much  contracted,  the  rates 
of  money  would  be  raised  and  prices  of  commodities 
would  again  fall;  exportation  would  be  stimulated,  and 
as  an  increased  demand  of  money  would  be  caused 
everywhere,  it  would  be  in  the  interest  of  the  private 
banks  to  offer  no  more  bank-notes  for  redemption,  but 
on  the  contrary  to  bring  them  again  in  circulation  for  their 
own  business  in  paying  out  advances  with  these  notes. 
In  this  way  money  will  flow  back  again  into  circulation. 
The  same  thing  will  happen  as  now  takes  place  with 
rupees  in  British  India.  As  soon  as  rupees  become 
scarce,  they  are  no  longer  tendered  for  redemption,  but 
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on  ihr  conlrary  rcmitlaaccs  by  mean:*  ol  council  hilK 
€fr  oihcr  kind  of  bills  or  by  IclcRraphic  transfers  lo 
Hritith  Iniiia  arc  effected  in  order  lo  ol>tain  a  fresh 
iasur    ol  rupees  from   the   IVcasur) . 

In  the  •»;ime  way,  as  soon  as  money  becomes 
(Ontractcd  in  China,  funds  will  l>c  remitted  lo  China 
by  layments  abrr^id  into  the  foreivjn  reserve,  by  applyinjif 
for  lclcv:raphic  transfer^  or  rcmilLinccs  on  China, 
drawing;  in  this  way  a  Ircsh  supply  of  its  notes  for 
circubtion  in  the  country  from  the  Central  Hank. 

Hence,  only  a  part  of  the  «;old  reserve  will  actually 
br  employe*!  for  the  settlement  of  the  l»alance  of 
payment  l»y  notes  tendered  for  redemption.  Side  by 
side  with  the  ^old  reserve  for  the  notes,  the  silver 
currency  of  thr  country  will  for  .i  lonjj  lime  remain 
onr  of  the  main  reservoirs  whcrrfrom  to  |>ay  an  adverse 
balance,  as  lonj;  as  other  commo<Iities  cannol  \ic  used 
a»  a  chca|x:r  me:ins  of  settlement. 

Apart  from  the  above  it  may  naturally  occur  that 
the  lanks  or  6rms  and  individuals  enf^a^^ed  in  trade  of 
a  '.imibr  nature  would  attempt  to  sf>eculate  in  )^'old 
if  the  rales  of  cxchan^je  in  relation  to  the  price  of 
((old  abroad  made  a  profit  |>ossible  on  such  a  s(>ccuIation. 
It  would  then  l)c  e;4-sy  to  tollerl  as  many  notes  anti 
other  claims  as  {KMsible  on  the  Central  Bank  of  China 
and  to  tender  them  for  redemption  a^^ainst  f^old  value 
id  This  obviously  simple  method  mij^ht  even 
ur4j;e  such  a  ^old  s|)cculation. 

If  this  ncf^otiaiion  were  in  reality  so  easy  to  carry 
out.  thr  v;»»ld  rmervr  mi^^ht  be  seriously  tlrainrd  by 
this  ioicfiuonal  withdrawal  of  ^old.  Hut  this  will 
Boc    be   to   easy    nor   ii    the    transaction    so    simjile. 
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In  the  first  place  the  circulation  of  the  medium  of 
circulation,  and  of  gold  notes  in  particular,  would  shrink 
to  such  a  degree  that  the  consequences  explained 
above  would  recur,  viz.,  money  would  contract  and 
become  dear,  so  that  it  would  soon  be  more  profitable 
to  use  the  money  in  China  itself.  Moreover  the 
Bank  could  take  strong  measures  to  counteract  such 
intentional  drainage  of  the  gold  reserve  exclusively 
for  speculation  purposes.  It  could  apply  the  same 
means  as  the  Austro-Hungarian  Bank  does  in  similar 
cases,  viz.,  by  simply  refusing  to  supply  gold  value 
abroad  for  speculation  purposes. 

The  Bank  must  however  only  have  recourse  to 
such  a  policy  as  that  of  the  Austro-Hungarian  Bank 
with  the  greatest  precaution,  for  it  must  above  all 
guard  against  the  depreciation  of  its  notes.  If  therefore 
it  is  clear  that  the  presentation  of  notes  for  redemption 
is  caused  by  an  excess  of  notes  in  the  circulation, 
the  Bank  may  not  hesitate  to  pay  the  notes  tendered 
with  gold  value  abroad. 

If  however  there  are  reasonable  grounds  to  believe 
that  such  notes  are  offered  with  a  view  to  a  speculation 
in  international  gold  arbitration,  i.e.,  exclusively  for  the 
purpose  of  obtaining  a  gold  value  abroad  in  return 
for  these  notes  in  order  to  make  a  profit  on  the  gold 
value  out  of  the  transaction,  the  Management  of  the 
Bank  might  try  refusing  to  supply  the  gold  value. 
If  such  gold  value  abroad  was  really  required  for 
speculative  purposes,  then  the  rates  of  exchange  to 
foreign  countries  will  not  rise  appreciably  in  consequence 
of  this  refusal  of  the  Bank,  because  it  was  not  a 
question    of  non-settlement   of  an   obligation    abroad, 
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but  was  simply  the  frustration  of  a  st)cculativc  manoeuvre. 
On  the  other  hand  if  the  application  for  gold  abroad 
wa%  really  inlcndeJ  to  cover  oblijjalions  abroad  for 
HJn  h  no  cheaper  means  of  payment  were  available 
at  the  time,  the  rates  o(  exchange  would  as  it  were 
luiiically  indicate  that  those  rcmitUnccs  to  foreign 
ric?»  were  necessary.  Tlie  payments  would  have 
to  be  made  in  some  way  or  uther  ami  the  banks 
would  be  imluccd  to  .sell  bills  at  enhanced  rates. 
which  would  necessarily  create  a  prcmiimi  on  exchange. 
If  this  continued  for  any  length  of  time  it  would 
naturally  Icail  to  a  j^oldagio  (with  which  it  is  practically 
hynonymous).  It  wouhl  then  appe.ir  that  the  ^'rounds 
on  which  the  Bank  could  temporarily  refuse  the  supply 
of  ;,'old  value  abroad  no  lon^'er  exist,  ami  ihere 
would  therefore  be  every  reason  for  the  Hank  to  think 
seriously  of  again  selling  gold  values.  If  such  sale, 
and  th  !  withdrawal  of  gold  notes  it  would  necess.irily 
ilcmand.  were  again  to  produce  a  scarcity  of  money, 
a  rise  in  the  rate  would  be  the  logical  result  anil  also 
the  logical  cure. 

There  is  therefore  really  a  |x>ssil)ility,  on  the  Bank's 
refusal  to  supply  unlimited  gold  value  abroad  against 
its  notes,  that  a  premium  on  e.vchangc  or  a  gold-agio 
would  be  created.  In  Western  countries  the  occur- 
rence of  such  a  premium  woidd  with  good  reason  be 

.'.^rcly  criticised  and  the  action  of  the  Bank  censured. 

1  .      Central  liank    in    China    will    however  be  pl.iced 

before    so    many    more    and    so    much    more   difficult 

'"    Bank    may    not    be   reproached   if 

ration,   the    Bank    decided    to  await 

the  possibility  of  such  a  premium  in  order  to  come  to 
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a  decision  after  it  had  actually  occurred.  For  in 
China  there  are  still  such  great  fluctuations  in  the 
rates  of  exchange  that  it  may  reasonably  be  expected 
that  it  will  not  be  such  a  great  evil  for  the  country 
if,  in  consequence  of  the  circumstances  above  described, 
an  agio  of  a  few  per  cent  were  produced  for  a  short 
time.  It  must  not  be  expected  of  the  banking  policy 
of  China  that  it  will  at  one  stroke  as  it  were  keep 
the  parity  of  the  rates  of  exchange  within  the  small 
margins  which  have  become  customary  in  Western 
countries  after  a  long  historical  development.  On 
the  mere  appearance  of  a  small  premium  in  the  future 
one  need  not  therefore  censure  the  Management 
of  the  Bank.  The  main  point  to  which  the  Bank 
will  always  have  to  devote  the  greatest  attention 
will  be  the  maintenance  of  the  value  of  its  notes  to 
prevent  the  circulation  of  such  notes  becoming  excessive, 
a  state  of  things  which  would  result  in  their  depreci- 
ation, because  the  Bank  would  not  be  prepared  to 
withdraw  this  superfluity  of  notes  against  counter- 
value   in  the  form  of  other  economic  value. 

If  the  Management  of  the  Bank  will  carefully  act 
in  the  manner  described  above,  there  need  be  no 
great  danger  that  the  foreign  gold  reserve,  specially 
laid  aside  to  maintain  the  value  of  the  bank-notes, 
will  eventually  be  used  to  an  alarming  extent  for  the 
settlement  of  an  adverse  balance  of  the  country. 
The  supply  of  gold  out  of  the  reserve  abroad  will  then 
only  be  one  of  the  means  of  paying  this  adverse 
balance,  but  other  commodities,  primarily  the  silver 
still  in  circulation  in  China,  will  soon  be  preferred  for 
the  purpose. 
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{'arullcl  witJi  lUcsc  circumstances,  which  are  part- 
icularly applicable  to  China  in  order  to  prevent  m 
alanninv:  drainage  of  the  j^'oUi  reserve  aj^ainst  notes. 
the-  same  economic  laws  a{)ply  to  China  as  jjenerally 
affect  all  gold  fitandard  countries,  viz.,  scarcity  of  money 
(laturally  pro<luces  a  rise  in  the  nites  in  the  country 
.ind  consequently  promotes  the  exfwrtalioii  ol  other  com- 
modities ind  induces  the  investment  of  foreign  capital. 
.Although  the  rates  ma)  not  Ik*  so  sensitive  in  this 
respect  as  in  Western  centres,  it  is  inevil;il)lr  that  in 
the  end  a  rise  of  the  rate  in  China  will  have  the 
same  economic  results,  particularly  it  Umking  and 
currency  is  rcorj;anizcd  in  such  a  way  as  to  f.irilitatc 
the  introduction  of  foreign  capital  into  Chin 

It  has  l>een  suited  in  various  quarters  that  a  would 
be  l»ctler  to  create  in  China  a  circulation  of  its  own 
gold  coin  instead  of  gold  notes  covered  by  some  kind 
or  other  of  gold  reserve.  I  cannot  agnc  with  such 

a  view,  for  if  there  were  a  consi<l<rablr  amuunt  of 
gold  coins  in  circulation  in  China  there  would  be  a 
f  risk  in  the  first  place  of  their  Ixring  used  for 
'tation  to  foreign  countries.  There  would  be 
»ntrol  whatever  over  this  ex(X)rtation  with  the 
uirviuible  result  that  at  a  given  nioment  China  would 
Itr  almost    toully   drprivrtl    of  gold  circulation.  If 

thb  exportation  is  done  through  the  Centnd  Hank  by 
means  of  notes  l>cing  presented  against  gold  cheques 
»u]>plic<l  by  the  Hank,  which  have  the  same  result  as 
the  ex|>ortation  of  gold  coins,  the  Management  of 
the  Ilank  oi  Issue  then  has  a  constant  » ontrol  over 
the  gold  (position  of  the  country,  which  cnal>lcs  the 
Bank  to  carry  out  a  careful  lianking  policy  and  prevent 
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excessive  drainage  by  raising  its  rates  in  good  time, 
when  the  other  banks  will  follow  suit.  For  these 
reasons  and  principally  with  a  view  to  the  many 
problems  in  China  which  still  require  mature  consider- 
ation, I  believe  it  to  be  a  more  cautious  procedure 
for  this  exportation  of  gold  to  be  made  as  much  as 
possible  through  the  Central  Bank.  Hence  it  is  a 
more  careful  policy  to  bring  gold  notes  into  circulation 
than  gold  coins  over  the  exportation  of  which  no 
control  whatever  can  be  obtained. 

Another  danger  to  which  the  gold  reserve  of  the 
bank-notes  of  the  Bank  of  Issue  is  exposed  has  been 
pointed  out,  viz.,  that  the  gold  reserve  against  the  bank- 
notes would  be  exhausted  by  the  payment  of  the 
excessive  obligations  of  the  State  of  China  to  foreign 
countries,  which  debts  must  be  paid  in  gold. 

Even  this  danger  need  not  apply  particularly  to  the 
bank-notes,  seeing  that  the  State  would  in  any  case  first 
have  to  acquire  possession  of  claims  on  the  Central 
Bank  before  being  able  to  demand  gold  value  abroad 
against  it.  If  however  the  State  had  the  power  of 
forcing  the  Bank  to  give  it  a  credit,  by  obliging  the 
Bank  for  instance  to  take  up  its  Treasury  Bills  or  some 
other  loan,  then  the  State  might  indeed  in  this  way 
exhaust  the  gold  reserve  of  the  Bank,  with  calamitous 
results  to  the  country,  I  have  however  repeatedly, 
and  more  particularly  in  Chapter  I,  proved  how 
absolutely  necessary  it  is  that  the  Bank  should  be 
kept  entirely  free  from  all  State  influence,  so  that  this 
danger  can  also  be  avoided  iH  one  keeps  to  the  sound 
principle  of  strict  separation  of  the  interests  of  the  Bank 
and  State.         If  this  principle  is  always  borne  in  mind. 
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ibc  obligations  of  the  State  to  foreign  countries  need 
exercise  no  greater  influence  on  the  gold  reserve  of 
'.'      '      'notes  than  the  remaining  obligations  of  the 

>;  the  Slate  to  forcii^n  countries,  who,  collcc- 
uvcly.  form  the  balance  of  payment,  and  the  same 
means  of  protection  may  be  used.  The  Government 
cuuld,  lor  instance,  contract  a  loan. 

The  Sutc  must  however  be  prevented  from  borrowing 
from  the  Central  Bank  through  the  other  tanks. 
I  he  Central  Bank  must  reserve  the  right  to  refuse 
acceptance  firom  other  banks  of  any  Treasury  Bills 
<  iihcr  as  discounts  or  as  pledges.  This  will  be  no 

^.tij.iirioiic    deed,    on    the   coiUrar>'  the   Bank  will  act 
m  the  interest  of  the  general  public  by   insisting  that 
'       's    of   the    country  should  not  be  used  to  an 

led  extent  for  the  rec^uiremetiLs  of  the  State. 
i  he  btatc  will  then  have  to  find  a  way  of  procuring 
those  funds  from  abroad,  by  means  of  the  banks  if 
necessary. 


CHAPri-.K    XIV 

The  maintenance  of  the  gold   parity  of  the 

silver  token  coins  to   be   issued  by 

means  of  a  gold  reserve. 

In    addition    to    the    above,    I    wish    to    add  a  few 

words  with  regard  to  the  gold  reserve  for  silver  token 

^  which  will  eventually  be  issued.         This  reserve 

:   also  specially  serve  to  maintain  the  gold  f>arity 

of   the    token    coins,    and    the    adminisuation    of  this 
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reserve  should  be  so  arranged  from  the  very  beginning 
that  this  object  is  reached. 

The  State  may  not  therefore  use  this  reserve  (no 
more  than  the  Bank  may  use  the  reserve  against  its 
notes)  for  the  payment  of  its  own  debts,  and  adequate 
guarantees  must  be  furnished  that  this  will  not  occur. 
This  reserve  will  be  principally  formed  from  the 
seigniorage  profits  and  is  therefore  really  the  property 
of  the  State.  Nevertheless  this  reserve  must  be 
placed  under  the  administration  of  an  independent 
commission  or,  better  still,  of  the  Central  Bank,  who 
will  keep  it  entirely  separate,  clearly  divided  from 
the  administration  of  the  gold  reserve  kept  against  its 
own  notes.  (This  point  is  further  discussed  on  p.  184). 
For  the  same  reason  as  in  the  case  of  the  bank-notes, 
this  reserve  will  also,  at  least  in  the  beginning,  mainly 
consist  of  a  gold  reserve  accumulated  abroad. 

As  soon  as  it  appears  that  there  is,  at  a  given 
moment,  excess  of  coin  in  circulation,  there  will  be  a 
tendency  to  present  such  coin  at  a  central  point  in 
order  to  obtain  its  counter-value  in  other  economical 
commodities,  in  the  same  way  as  is  done  with  bank- 
notes. Such  counter-valuemay  consist  of  payment  of 
debt,  a  deposit  on  one's  bank  account,  or  finally  in 
the  supply  of  a  gold  value  in  return  for  the  coins. 
The  banks  will  again  in  this  case  be  the  principal 
middlemen,  although  other  large  financial  and  industrial 
bodies,  for  instance  large  railway  or  maritime  concerns, 
may  also  present  large  quantities  of  superfluous  coin 
and  demand  its  counter-value. 

It  is  therefore  an  absolute  necessity  for  the  mainten- 
ance  of  the   parity   of  the    value    of   the   token    coin 


that  the  said  counter-value  shuuKi  be  :>upplicd  as 
readily  as  possible.  The  skamc  transaction  must 
then  lake  pbce  as  is  continually  being  done  in 
Hriti!ih  India.  Every  surplus  of  ru|>ccs  is  brought 
to  one  of  the  central  offices  of  the  Government,  and, 
on  application,  gold  bills  (chetjues)  or  lelcyjraphic 
transfers  on  London  arc  supplied.  The  party  prcscnt- 
ini;  the  rupees  thus  obtains  the  counter-value  of  his 
♦    '  ins  deposited  in  English  gold  vahies  in  London. 

I      .  V    if   rupees    arc    desired    in   British   India  one 

must  deposit  the  counter-value  in  London  and  oliLiin 
on  application  a  transfer  to  British  India  which  will  be 
payable   in    rupees.  The    administrator  of  the  gold 

reserve  for  the  token  coin  in  China  viz.,  the  Central 
Bank,  if  acting  on  behalf  of  the  St-itc.  may  in  a  similar 
manner  receive  or  supply  any  amount  in  Chinese  token 
coins  in  China  against  counter-value  received  or 
supplied  at  one  of  the  gold  centres  abroad. 

If  these  methods  are  strictly  carried  out  and  ihc 
administration  of  the  said  gold  reserve  against  token 
coins  is  systematically  kept  se|>aralr  from  the  other 
State  tinanccs,  then  this  reserve  cannot  l>e  employed 
lor  the  liquidation  of  the  debts  of  the  State  abroad. 

It  is  however  inevitable  that  to  a  certain  extent 
this  reserve  will  also  be  used  for  the  settlement  ofan 
adverse  balance  of  payment  in  China,  not  of  the  State 
of  China  but  of  the  trade  of  China.  This  may  be 
ilone  in  the  same  way  as  with  the  l>ank-notes. 
.Suppose  a  merchant  in  China  must  effect  a  remittance 
to    a    foreign    creditor.  lie    will    purchase    for   the 

purpose  a  bill  on  one  of  the  gold  centres  abroad  and 
he    may    pay    this  bill  in  silver  token  coins.  If  he 
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actually  does  this,  the  circulation  of  silver  token  coins 
will  be  diminished  by  the  amount  of  the  purchase 
money  for  the  foreign  bill,  and  the  gold  reserve  will 
be  deprived  of  the  same  amount.  Theoretically 
speaking,  it  would  therefore  be  possible,  if  many 
Chinese  merchants  owed  money  abroad,  that  large 
amounts  of  token  coins  would  be  tendered  to  the 
Bank  and  this  might  ultimately  be  done  to  such  a 
degree  that  there  would  be  practically  no  more  token 
coin  in  circulation  and  that  the  gold  reserve  against 
those  token  coins  would  be  completely  exhausted. 

Such  total  exhaustion  of  the  gold  reserve  threatened 
to  occur  a  i"ew  years  ago  in  British  India.  Such 
heavy  demands  were  made  for  the  payment  of 
counter-value  in  London  against  rupees  tendered  in 
India  that  even  the  invested  reserve  had  to  be  sold. 
Large  amounts  of  Consols  were  placed  on  the  market 
by  the  India  Council,  and  it  was  even  announced  at  a 
given  moment  that  no  more  counter-value  in  London 
would  be  supplied.  A  storm  of  indignation  then 
broke  out  in  the  press  in  British  India  and  the  rupee 
threatened  to  fall  suddenly  in  value,  perhaps  even  to 
its  much  lower  intrinsic  value.  Although  the  British 
Indian  Government  emphatically  denied  having  guarant- 
eed the  nominal  value  of  the  rupee  in  gold,  it  decided, 
after  a  week's  hesitation,  under  pressure  ol  public 
opinion,  to  continue,  out  of  its  own  funds,  to  supply 
gold  values  in  London  against  rupees. 

In  this  way  the  storm  was  allayed,  the  Tear  of  further 
depreciation  of  the  rupees  disappeared  and  the  same 
success  was  obtained  as  the  Netherlands  Indian  Govern- 
ment  had   won   in     1845    ^^^   ^^^^   re-institution    of  the 
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currrnc)  ruccs,  by  means  ot'  payments  in  silver  coin 
by  the  Cfovemmcni  in  the  Netherlands  (see  .On  Chinese 
Currency"  Vol.  I.  pp.    117-8). 

This  drainai^c  of  ihc  ^old  reserve  aj^jainsi  rupees 
could  occur  in  Hriiish  India  l>ecausc  such  reserve  was 
not  f)ro|K)rtionatc  to  the  enormous  amount  of  ru{)ces 
in  circulation.  By  taking  the  rupee  already  in 
circulation  as  the  unit  of  currency  and  by  closing  the 
free  mints  to  silver,  thus  creating;  an  artificial  scarcity, 
the  rupee  was  j;raduaUy  raised  to  the  new  nominal 
value  of  IS.  4d..  and  the  British  Indian  Government 
loHt  the  entire  valuable  reserve  of  s'-igniorapc  against 
the  outstanding;  rupees.  This  loss  could  have  l)ccn 
avoided  if  the  Government  had  followed  different 
currency  tactics,  viz.,  by  at  oner  assuminj^'  a  new 
monetary  unit,  and  issuing;  the  rupees  as  a  token  coin 
of  a  lower  intrinsic  value.  The  seijjnioragc  profit 
for  the  entire  circulation  of  rupees  woul  1  then  have 
ct>me  into  the  possession  of  the  Government. 

Such  an  exhaustion  of  the  ^old  reserve  cannot 
ihrrrfore  happen  in  the  case  of  China  if  the  precaution 
hau  l)ccn  taken  to  lay  aside  the  sci>;niorage  profit  for 
ever)'  token  coin  from  the  very  beginning,  thus  forming 
a  seijjnioragc  fund.  The  worst  that  could  happen 
to  China  would  be  that  all  the  token  coins  would 
flow  back  Irom  circulation  to  the  Treasur>',  or  to  the 
C'-ntral   I  r    for   the  Treasury,  so  that  the 

entire  j;.  ;  m'-d  from  the  scigniora;;e  would 

be  cleared  and  finally  the  token  coins  would  have  to 
'    ^'y    the    (iovrnmcnt    for   their   own  value  of 
Hut   even  in  this  case  there  would  only  l>e 
a  loM  10  Chint  or  to  the  Government  if  the  value  of 
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the  silver  had  in  the  meantime  fallen  to  such  an 
extent  that  the  intrinsic  value  of  all  the  token  coins 
returned  and  the  seigniorage  gold  reserve  did  not 
together  amount  to  loo  %  of  the  sum  total  of  token 
coins  tendered. 

This  possibility  is  very  slight,  indeed  so  slight  that 
it  may  be  left  out  of  consideration  altogether.  In 
the  first  place  it  is  almost  unthinkable  that  all  the 
token  coins  would  flow  back  and  have  to  be  sold  as 
metal.  Further  the  seigniorage  gold  reserve  has  in 
the  meantime  produced  interest  which,  added  to  the 
fund  itself,  reinforces  it  every  year,  until  at  last  a 
time  comes  when  the  increment  to  this  fund  can 
safely  be  added  to  the  ordinary  revenue  of  the  State. 

There  is  however  another  fact  which  renders  it 
highly  improbable,  if  not  impossible,  that  all  the  token 
coins  should  be  returned.  The  community  needs  a 
certain  amount  of  the  medium  of  circulation.  If  the 
token  coin  is  once  well  introduced  and  successfully 
brought  into  circulation  in  various  places,  the  return 
to  the  Bank  of  large  quantities  of  token  coins  would 
cause  a  scarcity  of  money  which  will  also  be  expressed 
in  a  rise  in  the  price  for  money,  rise  in  the  rates  of 
interest  etc.,  in  other  words,  the  same  results  as  have  been 
explained  above  in  the  case  of  bank-notes.  There  will 
then  be  a  certain  moment  when  it  is  more  profitable 
to  bring  the  token  coins  back  into  circulation  and  the 
presentation  of  the  coin  with  the  demand  for  counter-value 
to  be  provided  elsewhere  will  naturally  cease  of  its  own 
accord.  Foreign  capital  will  again  find  its  way  to 
China  and  request  payment  there  in  token  coins  against 
deposits  in  the  gold  reserve  abroad,  which  will  again 

11 
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produce  ihc  same  countercheck  against  the  excessive 
return  of  the  token  coins. 

Hence,  if  the  system  of  takinj^  back  token  coins 
from  circulation  is  only  clastic  enough  to  accommodate 
cvrr>-  surplus  in  the  circulation,  both  the  circulation 
ami  the  tender  of  coin  will  automatically  rcKulaic 
themselves. 

Two  serious  disturbances  may  however  affect  this 
arranviemrnl  which  would  be  the  ruin  of  the  whole  of 
this  otherwise  undeniably  sound  system. 

The  first  disturbance  would  be  if  the  Government 
abused  its  power  by  payiu)^  its  own  debts  with  the 
icijjniorajjc  reserve.  The  confidence  in  the  token 
coin  would  then  \yc  shaken  and  a  run  on  the  }^old 
reserve  would  ensue.  But  I  have  already  stated 
above  that  this  possibility  should  bo  prevented  in 
advance  by  a  systematic  separation  of  this  gold  reserve 
from  the  other  Slate  funds. 

I  he  second  disturbance  would  be  caused  if  more 
token  coin  were  placed  in  circulation  than  for  which 
seigniorage  profit  had  been  set  aside.  This  would 
occur  if  forged  token  coins  of  the  full  weight  and 
intrinsic  value  of  silver   were    circulated    to    such    an 

"  ■'  .  superabumlance  would  be  caused,  which 
irily  find  its  way  out  by  being  offered 
to  the  i  rcasur)'  against  gold  value  abroad,  and  if  the 
rrscrvc  in  consequence  were  soon  exhausted  a  depre- 
ciation of  the  token  coin  would  be  inevitable.  That 
is  why  I  have  urgently  warned  against  the  Government 
issuing  a  token  coin  in  Chin.i  l>eforc  it  is  strong  enough 
lt>  prevent  the  forgery  of  coin  on  a  large  scale. 

If  the  Government  in  the  future  is  powerful  enough 
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to  do  this,  the  whole  condition  in  China  will  in  the 
meantime  have  improved  to  such  a  de.^ree,  and  the 
counti-y  will  have  developed  so  much  that  there  will 
on  the  whole  no  longer  be  any  objection  against  the 
adoption  of  a  single  gold  standard  or  at  least  of 
a  single  gold  exchange  standard.  The  increased 
productive  power  of  the  country,  the  increased  opport- 
unity for  the  safe  investment  of  foreign  capital  in 
China,  will  act  as  so  many  guarantees  for  the  mainten- 
ance of  a  favourable  balance  of  trade  and  payment. 
China  will  then  be  able  to  use  the  same  means  of 
maintaining  its  gold  standard  as  the  economically  best 
developed  states  of  Europe,  America  or  Asia. 


CHAPTER  XV. 

The  Central  Bank  and  the  silver  standard. 

I  have  repeatedly  pointed  out,  in  "On  Chinese 
Currency  I"  and  in  the  foregoing  pages,  that  the 
Central  Bank,  although  it  should  from  the  very  beginning- 
aim  at  the  establishment  of  a  gold  standard  or,  better 
still,  of  a  gold  exchange  standard  as  long  as  the  actual 
gold  standard  is  not  possible,  should  above  all  not  lose 
sight  of  the  importance  of  the  present  silver  circulation 
and  should  not  proceed,  on  theoretical  grounds,  to 
banish  silver  from  those  places  in  the  country  which 
are  not  ripe  for  the  measure.  In  volume  I,  page 
30,  I  explained  that  the  Government  might  even 
proceed  to  mint  silver  dollars  if  in  order  to  attain  a 
gold    exchange    standard   with   a   circulation  of  silver 
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coken  ic    proved    desirable    to    accustom     the 

population  beforehand  to  the  use  of  coined  silver,  and 
that  the  provisional  minting^,  as  lung  as  the  silver 
token  coins  cannot  l>c  issued,  shoiiI»l  « diisIsI  ofjiilvcr 
dollars  on  the  silver  sundard. 

In  imm-diatr  connc<  lion  with  ilus  I  wish  lo  call 
attention  to  a  most  rcm.irk.iMc  case  of  how  in  China 
even  the  silver  dollar,  under  the  force  of  circumstances, 
has  to  a  certain  tlejjree  already  become  a  silver  token 
coin.  Only  some  years  a^jo  one  could  not.  in  the 
inner  city  of  Pekiny;.  pay  with  silver  dollars  as  coin. 
If  ilolbrs  were  offered  in  f>aymrnt  they  were  wcijjhcd 
as    if   they  were   stnall   i  ars  of  silver.  Yet.  how   in 

the  course  o!  i:iis  state  of  things  has 

changed.  wiiho.;i  any  Ic^ulaiivc  pressure  l>cinvj  applied 
lor  the  reform  of  currency !  Practically  cver)'w  here 
in  Peking  one  can  now  pay  with  silver  dollars  which 
are  no  lon;^er  wei.^'hcd  but  accepted  as  coin  and  passed 
from  han  1  to  hand  among  the  population.  .^nd 
moreover  a  most  rcmarka!)le  thing  has  happened; 
dollars  were  in  such  great  demand  for  circulation 
and  were  so  much  desired  over  and  al>ovc  the  sycec 
silver  (or  clearance  purposes,  that  the  silver  dollan 
in  Peking  and  in  mhrr  treaty  ports  reached  an  agio 
of  7^/0  *>vcr  the  oniinary  price  of  silver.  In  oiher 
word*,  the  circulation  value  had  become  7  %  higher 
than  the  intrinsic  value  of  silver  at  the  same  place,  so 
that  tho*'-  %4me  dollars,  by  the  force  of  circumstances. 
were  voluntmrily  promoted  to  the  function  of  silver 
token  coins  with  a  margin  of  7  0/^  without  any 
lc/isl4livc  measure  fihatsocvcr. 

This    is    not    the  only  example.         1  have  already 
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referred  in  "On  Chinese  Currency"  Vol.  I,  to  the 
historic  curiosity  that  in  Ningpo,  Hangchow  and  Wuhu, 
Spanish  dollars  were  valued  so  much  above  ordinary 
silver  that  they  had  become  token  coins  with  a  margin 
of30t0  4o0/o!         (See   Vol.1,  page   152) 

This  is  certainly  an  adequate  contradiction  of  the 
assertion  that  no  Chinaman  will  recognize  a  token 
coin,  assertion  which  is  moreover  flatly  contradicted 
by  the  fact  that  many  Chinamen  in  other  countries, 
such  as  California,  Japan,  Korea,  the  Straits  Setdements, 
Siam  and  the  Netherlands  Indies,  have  accepted 
the  token  coins  in  circulation  there  at  their  nominal 
value  without  any  objection  whatever.  This  objection 
was  suggested  at  the  time  in  the  case  of  British  India, 
which,  with  its  population  of  300  million  inhabitants, 
approaches  nearest  in  number  to  that  of  China,  it 
being  stated  that  those  Asiatics  of  a  lower  degree  of 
civilization  would  not  accept  the  token  coin.  The 
British  Indian  now  accepts  the  token  coin  rupee  at 
its  nominal  value  without  any  hesitation  although  he 
very  well  knows,  by  his  experience  of  the  large  silver 
trade  of  India,  that  the  token  coin  is  of  considerably 
less  intrinsic  value  than  the  nominal  amount  at  which 
it  circulates. 

However  true  this  may  be,  one  must  take  into 
account  that  in  China  the  coins  on  a  silver  standard 
in  various  parts  of  the  country  cannot  yet  be  done 
away  with,  and  that  in  this  respect  the  Central  Bank, 
although  not  abandoning  its  programme  of  reform 
eventually  leading  to  the  introduction  of  the  gold 
standard,  must  for  the  time  being  accommodate  itself 
to    existingr    circumstances.         The    Bank    will  not  be 


able  to  avoid  acccpling  and  supplying  silver  coins 
«de  by  tide  with  keeping  its  Hctiiious  gold  accounts. 
I  have  already  {x>inted  out  (p.  140)  that  if  the  Bank 
receives  or  pays  this  silver  on  one  of  the  ^jold 
accounU,  a  conversion  of  the  silver  must  necessarily 
lake  place  at  the  rale  of  the  day.  On  the  other 
hand,  it  would  also  l>c  (juite  possible  tor  the  liank 
10  open  silver  accounts  for  its  customers,  calculated 
in  dollars  or  in  silver.  The  Bank  would  then  do 
what  all  lianks  in  China  do  at  the  present  day.  and 
what  many  l>anks  in  Europe  do  with  regard  to  stocks  and 
shares,  when  «i«>-callcd  "piece  accounts"  arc  opened.') 

I)  \  remarkable  eaample  of  ao  arcouDt  kept  in  a  dilTerent  unit 
(rocD  that  current  in  the  country  and  of  accounts  kept  in  varioua 
unita,  >•  proved  by  the  letter  >|  lotetl  l>clow,  which  wras  addressed  by 
a  bank  in  Sftain  to  a  Ixaxik  abroad 

I>ated  (r  )  SptiiD,  October  so,   191  j. 

GMtlcmeo. 

We  have  the  honour  to  otfer  yott  oar  scnrices  for  the 
carryiog  out  of  operations  in  our  city  and  coaniry. 

In  this  connection  we  have  the  pleasure  to  mention  below 
the  ouMt  favourable  terms  we  coull  allow  you: 
Vour    [letetas    account, 
of  commisaton.         Interest    to  l>e  credited.    .        per 

Your    francs    and    pounds    sterlinn    aciount. 

Free   of   eotnmt\iton  |«i..»*.»  i«  >--  .,^.<,-^y  ,^r 

annum. 
Bill*    in    pesetas    lor    rollcftioti    in     >{>4in. 

Papef  drawn  00  our  city  at  par,  value  credited  on  due 
(late.  I'apcr  drawn  on  bank  places  (mentioned  herewith) 
O'TS  ^>  '"*  **'  commiMion  on  account,  value  credited  00 
doc  dale. 

bills    10    francs    for    collcrtion    in    Spain. 

Your   paper   oo   oar   city  vookl  b«  credited  to  you  at  par 
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The  risk  involved  in  the  possession  of  the  silver 
deposited  on  a  customer's  account  is  incurred  by  him 
entirely,  i.e.,  any  advance  in  the  price  of  the  silver  is 
to  his  advantage,  and  any  fall  to  his  loss.  The 
Bank  will  keep  this  silver  as  a  "piece  account"  in  fact 
as  a  kind  of  commodity  account,  like  foreign  values. 
It  cannot  therefore  take  the  silver  at  its  own  risk, 
but  it  will  keep  the  silver  only  at  the  customers'  risk 
and  on  their  account.  If  other  banks  do  so,  they 
will  also  act  in  the  same  way,  and  on  the  same  ground 
will  be  unable  to  give  any  interest  on  those  silver 
accounts.  Having  once  adopted  this  procedure,  there 
will  not  be  the  slightest  objection  to  accept  as  much 
silver  on  behalf  of  customers  as  the  Central  Bank  or 
other  banks  themselves  might  wish.  For  the  same 
reason  there  would  be  no  objection  for  the  Central 
Bank  to  open  a  large  general  account  for  its  anonymous 
customers,  viz.,  for  the  holders  of  its  bank-notes  to  bearer. 


and    their    amounts    would    be    remitted  to  you  in  the  same 
currency   and    without  loss  of  exchange  by  cheque  on  Paris. 
The  same  conditions  would  apply  to  your  paper  for  collect- 
ion on  bank  places  as  far  as  possible. 

Any  paper  in  pounds  sterling  which  you  may  remit  us  will 
be  treated  in  the  same  manner  by  cheque  on  London. 
*     *     ♦ 
Pesetas  are  still  more  or  less  depreciated  in  Spain.         One  can 
therefore  be  protected  against  the  fluctuation  in  the  value  of  pesetas 
by    opening    with    this    bank    in  Spain    an  account  in  francs  or  in 
pounds  sterling,  both  of  which  have  a  constant  value.         Even  the 
collection  of  paper  and  the  remittance  of  the  proceeds  can  be  effected 
in   foreign   currencies,  the  pesetas  being  converted  into  the  foreign 
currency  in  the  country  itself. 

Hence,  exactly  the  same  thing,  but  in  practice  in  another  form, 
is  also  done  here,  as  I  have  considered  possible  and  have  suggested 
for  China  with  regard  to  silver  and  gold  accounts  in  the  foregoing  pages. 


In  ochcr  words,  il  for  ihc  preparation  of  the  great  currency 
rehrm  it  were  advisable,  for  a  time  and  as  an  entirely 
separate  department  of  the  business,  to  issue  banknotes 
jayablc  in  silver  value  on  a  strict  silver  standard. 
this  would  not  be  at  all  incompatible  with  the  system 
o(  the  llank.  On  the  contrary,  as  it  will  l)c  the 
iirsi  and  principal  object  of  the  Hank  to  introduce  a 
well  rc>;ulated  currency  system,  as  uniform  as  possible, 
in  the  whole  of  China,  il  woull  even  Ix:  advisable,  in 
those  places  where  it  may  still  be  necessary  to  issur 
provisionally  silver  dollars,  to  issue  also  bank-notes 
payable  in  silver  on  an  equal  footinj^  with  those  dollars. 

The  Japanese  lianks  in  Korea  and  lormosa  have  acted 
in  a  similar  way  Ixrforc  the  final  expulsion  of  the  old 
silver  coins  from  circulation  in  these  regions.  (Sec 
ap(>endix  D). 

Such  an  issue  of  silver  notes  would  be  a  great 
sacrifice  for  the  Bank  and  it  would  only  be  done  in 
ihc    public    interest.  For    the  Bank  may  not  issue 

these  silver  notes  on  a  partial  cover  of  silver  metal, 
seeing  that  it  would  then  necessarily  speculate  on  the 
price  of  silver  for  the  uncovered  j>ortion  ami  this 
must  be  strictly  avoided.  The  Bank  will  therefore 
Vi.'  to  store  dollar  for  dollar,  i.e.,  silvcrr  dollars  or 
r  liars  against  its  entire  note  issue,  with  the  result 
that  it  will  have  the  great  inconvenience  of  keeping 
ami  handling  this  silver,  and  yet  will  not  derive  any 
pruht  therefrom. 

Its  only  motive  will  therefore  be  to  serve  the  public 

r !'  rest  and  ^uch  an  issue  will  merely  be  a  stcpping- 

to   a    future    issue    of   its  own  notes  on  a  gold 

nUndard    in    the    %amc    district  The     Bank     inusl 
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therefore  only  issue  silver  notes  by  way  oi  exception, 
and  only  at  such  places  where  after  due  consideration 
an  issue  of  notes  may  be  deemed  beneficial.  One 
of  the  principal  reasons  for  the  issue  of  silver  notes 
will  be  to  supply  the  population  with  a  convenient 
medium  of  circulation,  just  as  Governments  have  in 
other  countries  issued  Government  notes  on  a  silver 
basis  fully  covered  by  a  silver  stock. 

In  China  the  issue  of  Government  notes  must  be 
avoided  even  if  they  are  fully  covered  by  metal, 
because  this  would  always  be  the  thin  end  of  the 
wedge,  and  if  such  an  issue  were  successful,  the 
Government  might  so  easily  be  led  to  issue  Govern- 
ment notes  that  were  no  longer  covered  by  metal. 
The  Bank  can  be  strictly  prohibited  from  ever  doing 
this,  so  that  this  danger  is  avoided  in  the  case  of 
the  Bank.  It  would  therefore  be  preferable  to  cause 
any  issue  of  silver  notes  to  be  done  exclusively  by 
the  Bank  in  future. 

A  remarkable  instance  of  the  utility  of  a  temporary 
issue  of  silver  paper  by  means  of  an  organization 
which  is  otherwise  based  on  a  gold  standard,  and  may 
consequently  only  suffer  the  issue  of  gold  notes,  was 
when  the  Japanese  Government  issued  silver  notes  in 
Manchuria  and  Korea  during  the  war  with  Russia. 
The  Japanese  Government  considered  this  issue  to 
be  necessary  because,  taking  into  consideration  the 
enormous  sums  of  money  required  for  the  payment  of 
the  army  expenses,  the  conveyance  over  land  and  sea, 
and  the  wages  of  coolies  and  other  military  expenses 
if  they  had  to  be  paid  in  specie,  the  transport,  guarding 
and   distribution    of  this   specie    would  have  involved 
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great  txx>ublc  and  expense.  This  was  the  reason 
why  the  Government,  realizing  the  convenience  of 
%  :  :\ij  this  specie  by  pa|>cr,  issued  a  medium  of 

c  1    in  time  of  war  which  could  be  cxchan^cti 

for  silver  yens  and  to  which  the  Government  gave  a 
Icj^l  rate.  These  notes,  in  denominations  of  lo.  5. 

*.  Vl«  Vs  ^"'1  ''10  >'**"•  ^^^*'  rirrnliil'*'!  in  Korea  and 
Manchuria 

This     S'.'.  '.T     \sas     ii.lliir.iii)     (i:sii  ir.U;  I    .il    ui  >l. 

but  this  n\.  iOi\  disappeared  l)ccause  the  Japanese 

Government  took  the  following  measures  to  maintain 
the  value  of  these  silver  notes. 

I.  Although  the  circulation  of  these  notes  was  not 
explicitly  prohibited  in  Japan,  certain  offices  were 
;i  '    !  where  the  holders  of  the  silver  notes  could 

<  them    for   Japanese  money  at   a  rate  to  be 

dctcrmmed  according  to  the  market  price  of  silver. 
2.  The  j>aymaslcrs  and  postal  officials  in  the  held 
accepteil    and  exchangeil  the  notes.  3.     The  notes 

were  accepted  in  payment  by  the  ordinary  Japanese 
post  offices  in  China  and  Korea  for  stamps,  money 
orders  and  dc[>osiLs  in  the  Savings  Hank.  4.  I'he 
branch  office  of  the  Yokohama  Specie  Bank  at  New- 
chwang  exchanged  them  for  silver  yens.  5.  Various 
banks  accrpted  them  in  payment  of  bills  on  Japan. 
Shanghai.  Ticnuin  and  Chefoe.  6.  Certain  banks 
were  appointed  to  accept  deposits  in  the  form  of 
such  notes.  7.  I'hcy  were  accepted  not  only  by 
the  Japanese  army  administration  but  also  by  the 
customs  in  Newchw.injj.  by  the  Chinese  railways  and 
telegraphs,  and  by  all  olticial  paying  offices  in  general 
8,    The  Japanese  merchants,  proceeding  to  Manchuria. 
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were  requested  to  accept  them  in  payment  for  their 
goods.  The  official  report  states  that  at  first  these 
notes  were  distrusted  by  the  Koreans,  but  as  the 
Japanese  army  gradually  advanced  in  Manchuria,  they 
were  readily  accepted  and  finally  passed  from  hand 
to  hand  as  currently  as  the  silver  yen  itself.  The 

Law  No.  66  of  March  1905  proclaimed  the  necessary 
measures  for  the  prevention  and  suppression  of  the 
forgery  of  these  notes.  (See  on  this  question  R.-G.  Levy, 
"Banques   d'Emission  et  Tresors   publics"   pp.  260-1). 

It  was  not  however  the  intention  of  the  Japanese 
Government  to  extend  the  use  of  the  silver  standard. 
On  the  contrary^  Japan  introduced  a  currency  reform 
in  Formosa  in  1904  and  in  Korea  in  1905,  which  led 
finally  to  the  adoption  of  the  gold  standard. 

The  Management  of  the  Central  Bank  of  China 
will  therefore,  in  conference  with  the  Chinese  Govern- 
ment, have  duly  to  consider  whether  or  not  it  is 
desirable  to  issue  silver  paper  provisionally  in  some 
places  in  the  country.  If  this  is  done,  it  should 
only  be  a  transitory  measure  and  will  have  to  be 
effected  with  due  consideration  of  local  conditions  and 
at  the  same  time  arrangements  will  have  to  be  made 
in  advance  for  the  withdrawal  of  this  silver  paper,  as 
soon  as  there  is  no  longer  any  need  for  it  and  when 
that  part  of  the  country  is  also  ripe  for  the  adoption 
of  a  circulation  on  a  gold  exchange  basis. 

The  fear  has  also  been  expressed  that  the  simult- 
aneous application  of  a  gold  or  a  gold  exchange 
standard  and  a  silver  standard,  would  bring  into  serious 
difficulties  those  firms  and  individuals  who  carry  on 
their  business  on  a  ijold  standard  and  have  incurred 
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obU^tions  on  a  K^^^  standard,  whereas  a  considerable 
part  of  their  receipts  would  be  on  a  silver  basis,  so 
that  every  nuclualion  in  ihc  price  of  silver  would 
be  of  influence  on  their  transactions,  and  mi^ht 
disastrously  affect  them.  The  instance  was  quoted 
of  a  railway  com|>any  which  ha  1  contracted  del^nture 
loans  on  a  vjold  stantiard  while  it  received  cash  (or 
fcircs  an  1  freight  in  silver.  The  company  obviously 
could  not  change  its  tariffs  with  the  fluctuation  of  the 
nilver  market. 

The  solution  of  this  problem  is  also  very  simple,  and 
has  been  easily  foun  1  in  practice,  for  instance  by  the 
Deli  Railway  Company,  which  is  actually  working  in 
Sumatra  under  the  circumstances  above  described. 
This  Company  ijuotcd  all  its  |>asscngcr  fares  and  its 
rates  of  freight  in  gold  values,  in  Dutch  guilders,  but 
kept  all  its  offices  posted  with  the  rates  at  which 
they  shoul  1  accept  silver  coins  on  the  silver  standard. 
These  rates  of  exchange,  exhibited  in  the  booking 
office  of  every  station,  were  changed  as  often  as  the 
fluctuations  in  the  price  of  silver  rentlered  it  necessary, 
and  the  public  soon  got  accustomed  to  this  conversion. 

It  is  remarkable  how  quickly  the  entire  population 
can  accommotiatc  itself  to  this.  It  is  almost  incre- 

dible to  a  liuropean,  but  a  native  of  China,  who 
M  quite  familiar  with  the  conversion  of  innumerable 
kinds  of  taels.  will  not  eventually  cxj>cricnce  any 
difficulty  in  effecting  the  simple  conversion  of  silver 
into  gold  at  the  silver  rate  of  the  day.  European 
railway  comfiunics  have  already  put  something  similar 
into  practice,  for  at  all  large  railway  stations  in  Muro{)C 
foreign  coins  are  accepted  in  payment  of  the  fare,  at 
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the  rate  of  exchange  posted  up  in  the  station.  One 
can  therefore  pay  in  Germany  with  sovereigns  and  in 
France  with  roubles  and  marks,  etc. 

The  Deli  Railway  Company  protected  itself  from 
the  risk  of  having  too  large  a  stock  of  silver  by 
depositing  the  excess  of  silver  with  its  bankers,  who 
disposed  of  it  elsewhere  as  far  as  necessary.  This 
practice  was  carried  on  in  Sumatra  when  there  was 
hardly  any  circulation  of  gold  standard  medium. 
The  accounts  in  gold  value  in  Sumatra  were  therefore 
kept  in  a  practically  fictitious  coin.  Hence  the 
later  transition  to  the  general  use  of  coin  on  a  gold 
standard  took  place  without  shock  or  difficulty,  for 
many  were  already  in  theory  accustomed  to  the  use 
of  gold  values. 


CHAPTER  XVI. 

The  transition  from  a  silver  to 
a  gold  standard. 

It  is  most  remarkable  how  slight  were  the  disturb- 
ances in  various  countries  on  the  transition  from  a 
silver  standard  to  a  gold  standard.  Where  however 
any  considerable  disturbances  did  occur,  they  were 
not  caused  by  the  transition  to  a  new  standard  but 
far  more  by  the  peculiar  mistakes  made  in  connection 
with  such  transition,  which  could  easily  have  been 
avoided.  Such  disturbances  were  also  due  to  other 
factors  which  occurred  simultaneously  with  but  inde- 
pendendy  of  the  currency  reform.  I  shall  support  this 
statement  with  a  few  facts. 
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1  ;.i  ;i.4...jiion  in  all  Kurofjcan  sutcs  to  the  gold  or 
At  lca«t  to  the  limping  standard,  wc  may  pass  in  silence; 
for  however  interesting  the  history  of  such  currency 
reforms  may  l>c,  they  offer  no  special  jKculiarity  on 
ihii  jKjint.  It  is  otherwise  however  with  the  Asiatic 
countries,  and  more  j>anicularly  with  Japan,  British 
India,  the  Straits  Settlements  and  the  Netherlands  Indies. 

Shortly  after  making  |>eace  with  China  in  1895, 
Japan   decided    to    introduce  the  gold  standard.  It 

was  legally  proclaimed  in  1897  and  the  reform  was 
already  completed  in  1898.  Since  then  Japan  has 
passed  through  difficult  times,  espci  ially  in  1900  when 
ihc  gold  stock  wa-s  so  reduced  that  it  was  doubted 
whether  Ja^an  would  in  consequence  of  its  large  imports 
from  abroad,  be  able  to  cover  the  growing  deficit  of  its 
trade  balance  with  gold.  In  the  meantime  however 
foreign  capital  l)caime  more  and  more  interested  in  Japan. 
so  that  the  gold  stock  at  home  and  its  balance  abroad, 
which  latter  is.  for  the  Bank  of  Japan,  an  im(>ortant 
asset  against  its  liabilities,  were  considerably  increased. 
Japan  therefore  cx{>crienced  no  ill  effects  to  any  serious 
extent  on  account  of  the  transition  from  silver  to 
gold,  certainly  not  any  disadvantage  that  could  compare 
with  the  great  l>enefu  of  having  a  fixed  value  in 
connection  with  its  enormous  foreign  loans  since  that 
cinic.  As  to  the  danger  of  exhaustion  of  the  metal 
reserve  in  the  country  which  for  a  time  threatened 
Japan,  there  will  be  no  more  risk  of  this  in  China  than 
is  already  the  case,  as  long  as  China  still  keeps  its 
silver  as  circul.iting  medium. 

More  adverse  rcsulu  were  directly  connected  with 
the  currency  reforms  in  British  India  and  the  Straits, 
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but  these  could  certainly  have  been  avoided  if  a 
different  policy  had  been  pursued,  for  they  were  not 
so  much  the  result  of  the  reform  but  rather  of  the 
means   selected   to    obtain   the   reforms,  i)  I    have 

already  touched  upon  the  subject  in  Chapter  XIV,  but 
I  wish  to  call  attention  to  the  following  in  connection 
with  the  present  subject. 

Whereas  in  practically  every  country  the  reform  of 
the  currency,  after  it  had  once  been  decided  to  introduce 
it,  was  quickly  carried  out  and  was  completed  within 
a  short  space  of  time,  the  authorities  in  British  India 
and  the  Straits  Settlements  hesitated  a  long  time  before 
taking  definite  measures.  This  produced  a  transitory 
state  of  things  which  was  full  of  uncertainties  for  trade, 
resulting  in  great  fluctuation  of  the  rates  with  all  its 
risks  and  losses.  One  measure  particularly  caused 
those  dislocations  in  the  two  British  Colonies,  and 
it  is  one  which  will  not  be  found  in  any  other  country. 
Whereas  in  other  countries  a  practically  existing  unit 
was  assumed  which  would  thenceforth  be  a  fixed  unit 
for  the  entire  currency  system,  and  all  the  coins  in 
circulation  were  all  made  subordinate  to  this  unit,  and 
although  in  British  India  the  existing  silver  rupee  was 


1)  With  regard  to  the  reforms  in  the  Straits  see  inter  alia  the 
excellent  articles  of  Mr.  E.  W.  Kemmfrer  late  Treasurer  of  the 
Philippines  in  the  Political  Science  Quarterly,  1904  and  1906,  and 
in  The  Quarterly  Journal  of  Economics,  Harvard  University,  1912, 
and  with  regard  to  the  reform  in  British  India  i.  a ,  "India  and 
the  Gold  Standard"  by  H.  F.  Howard,  191  i;  "The  Standard  ot 
Value"  by  Sir  David  Barbour,  1912,  "Indian  Currency  nnd  Finance" 
by  J.  M.  Keynes,  1913;  and  "Das  Indische  Geldwesen",  iqo6,  by 
Dr.  Anton  Arnold,  the  newly  appointed  adviser  in  banking  matters 
to  the  Chinese  Government. 
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taken    Ai    (he   unit,    and   in   the   Straits    the    cxistin^^ 
dollar  (since    1903   the  StrattH  dollar)   they  were  not 
at    the    value    at     which    ihcy    were    then 
:_  ,;;.         It  was  just  this  vaUic  that  they  wished 

to  change,  and  in  British  India  a  far  higher  theoretical 
value,  vii..  i  s.  4  d,,  was  jjiven  to  the  cxistinjj  rupee, 
to  which  value  it  had  to  \x:  raised  and  kept.  In 
the  Straits  Settlements,  in  January  1906.  a  value  of 
2  s.  4  d.  was  finally  jjivcn  to  the  Straits  Selllcmcnt5» 
dollar,  after  this  dollar  had  )>ccn  brought  into  circulation 
noce  1903  with  the  object  of  serving  as  a  basis  for 
the  new  currency.  The  authorities  therefore  hcsitateil 
three  years  before  making'  up  their  minds  as  to  what 
the  nominal  value  of  the  dollar  was  to  be.  In 
British  India  the  Government  declared  itself  prepared 
to  K'vc  '5  ru|>ees  to  the  £.  being  is.  4  d.  i>cr  rupee 
at  a  time  when  it  was  scarcely  worth  13  d.  It  was 
obvious  that  no  one  then  made  use  of  such  an  offer, 
and  by  closing  the  mints  for  rupees  in  1893  it  was 
then  attempted  to  create  an  artificial  scarcity  to  raise 
the  rupee  to  its  nominal  value  of  i  s.  4.  d..  but  this 
only  succeeded  in  1898.  The  result  however  was 
that  all  previous  contracts  made  on  a  basis  of  about 
13  d.  to  the  ruj>ee  were  later  on  raised  to  16  d.  to  the 
rupee,  in  other  words  an  increased  liability  of  about 
y>Vn  for  the  debtor,  and  disastrous  consequences  were 
'  '<•  It    is   not  easy  to  j>oint  out  the  results 

^  olute  accuracy,  as  many  other  influences,  such 

as    variable    crops,    etc..    were    felt    in    British    India. 
Dr.  Aii.soi.i)  has  explained  this  clearly  in  hi  h 

stu  ly   of  the   question  in   "Das  Indische  (j 
which  has  already  l>cen  mentioned. 
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It  is  scarcely  necessary  to  prove  that  an  artificial 
raising  of  the  calculation  unit  by  25  to  30%  in  5  years' 
time  must  needs  have  far-reaching  results. 

In  the  Straits  Settlements  the  British  trade  dollar 
was  already  abolished  in  1903,  and  the  Straits  dollar 
was  circulated  in  the  same  year  with  the  intention  of 
fixing-  it  in  a  short  time,  for  which  a  price  of  2  s.  had 
been  proposed.  The  price  of  silver  fluctuated  so 
much  however,  and  in  November  1903  even  fell  to 
aiU/igd.  per  ounce,  which  is  approximately  is.  jd. 
to  the  dollar,  that  the  authorities  did  not  yet  dare  to 
fix  its  value  at  2  s.  When  in  January  1906  they 
had  at  last  proceeded  to  fix  the  nominal  value,  they 
did  not  dare  to  do  so  at  less  than  2  s.  4d.,  the  price 
of  silver  at  that  time  being  29IV16 — 3oV4^-»  ^^r  fear  that 
in  case  of  a  further  rise  in  the  price  of  silver  the 
dollar  should  suffer  from  overvaluation.  In  November 
1906  however  silver  had  reached  a  price  of  2  s.  9d. 
(SSVs*^-)  P^^  ounce  and  the  authorities  were  obliged 
suddenly  to  withdraw  the  1903  dollar  and  to  coin 
and  issue  the  smaller  dollar  of  1907,  so  that  in  the  end 
they  quite  defeated  their  original  intention  which  was 
to  keep  their  own  dollars  which  they  had  first  intended  to 
keep  in  circulation,  fearing  as  they  did  the  issue  of  a  token 
coin  of  smaller  dimension  and  of  lower  intrinsic  value. 

In  the  meantime  contracts  had  been  entered  into 
in  1903  at  a  basis  of  22  to  23  d.  per  ounce  and  in 
1906  fixed  at  2s.  4d.  per  dollar  (being  about  the 
equivalent  of  331/5^-  per  ounce  silver  value)  without 
there  being  any  chance  that  on  a  fall  in  silver  later 
on,  this  onerous  rise  would  again  be  levelled  by  a 
lowering  in  the  price  of  silver.         If  the  Straits  Govern- 


178 

ment  had  noi  clung  to  the  cxistin);  dollar  loim,  but 
had  taken  a  fictitious  value  as  unit  at  a  moment  when 
•uch  tictitious  value  was  as  near  as  possible  to  the 
actual  value  of  the  coin  bcinj^  at  tliat  time  in  use  as 
a  unit,  and  if  the  Ciovernmcnl  had  then  reformed 
its  dollar  coins  to  a^ree  with  the  selected  unit,  the 
community  and  its  commerce  would  have  been  spared 
much  loss  and  trouble.  The  Government  refused 
to  do  so  but  was  nevertheless  afterwards  obli>;ed  to 
uke  this  measure  in  1907.  when  the  selected  unit 
€0ims  had  to  be  withdrawn  and  replaced  by  new  coins 
of  much  smaller  size  and  lower  inlriosic  value,  but 
calculated  at  the  same  fictitious  value  as  the  fixed 
dollar  of  1906,  fixed  at  the  rate  oi  2  s.  4d. 

In  the  Netherlands  Indies  the  GovernmciU,  from  the 
very  beginning;  in  1875,  held  to  its  own  fixed  gold 
unit,  i.e..  the  guilder  on  a  gold  basis,  wiih  the  result 
that  there  has  never  been  any  uncertainty  as  to  the 
calcubtion  of  the  unit,  and  that  the  silver  dollars  and 
other  foreign  coins  were  always  converted  into  this 
fixed  unit  at  their  own  value,  so  that  the  currency 
reform  on  entirely  a  gold  basis  was  ultimately  completed 
without  any  shock  or  loss  to  anyone. 

May  China  take  the  lessons  of  these  four  examples 
to  heart,  so  that  its  currency  reform  shall  not  cause 
any  unnecessary  dislocation  of  the  commercial  and 
social  life  of  the  community.  I-'or  further  details 
I  must  refer  the  reader  to  my  "On  Chinese  Currency" 
Volume  I.  part  II.  where  this  <iuestion  is  fully  discussed. 

Ihe  transition  from  the  silver  standard  to  the  gold 
standard    should    therefore    in    China    from    the    very 
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beginning  be  conducted  with  stfict  adherence  to  the 
sound  principles  mentioned  above.  At  the  same 
time  however  the  utmost  care  should  be  taken  in 
the  execution  of  the  various  measures  to  put  these  prin- 
ciples fully  into  practice  immediately ;  and  one  should 
particularly  beware  of  rudely  executing-  at  once  these 
measures  to  their  full  extent,  and  by  doing  so  of  sud- 
denly interfering  with  conditions  which  are  so  ingrained 
in  the  life  of  the  Chinese  people  that  the  population 
in  certain  places  could  not  at  present  yet  enter  into 
the  new  state  of  things. 

Before  all  the  reform  must  be  executed  very  cautiously. 

One  of  the  most  delicate  points,  for  instance,  in  which 
the  opinion  of  the  population  must  be  respected,  is  the 
impression  that  the  uneducated  man  of  the  people  has 
of  the  fluctuation  of  value  between  gold  and  silver, 
which  may  lead  him  to  believe,  erroneously,  that  not 
the  silver  but  the  gold  is  variable  in  value. 

There  is  really  a  danger  that  the  Chinese,  parti- 
cularly those  residing  in  the  interior,  out  of  reach  of 
foreign  trade,  may  be  inclined  to  consider  that  the 
value  of  the  silver  is  a  permanent  factor  and  that  the 
fluctuations  in  the  purchase  price  of  silver  for  gold 
and  other  commodities  are  to  be  attributed  to  the 
variations  in  the  price  of  the  gold  or  of  the  commo- 
dities. I  may  point  out  that  the  fluctuation  of  the 
price  of  silver  has  not  yet  had,  in  the  interior  of  China, 
the  same  influence  on  the  price  of  other  wares  as  in 
other  places.  The  whole  life  in  the  interior  is  still 
arranged  on  a  silver  basis,  and  even  partly  on  a 
copper  basis.  Goods,  provisions,  clothmg,  etc.,  are 
there   sold    at   prices    which   are  but  little  affected  by 
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ihc   variation*   in    the  price  of  silver  The  interior 

of  China  is  ho  lar^e  that  to  a  )^cat  extent,  it  finds 
ita  own  resources  in  itself.  Hence  a  conviction 
as  to  the  fixity  of  the  value  of  silver  could  be  formed 
in  the  interior  because  this  fixity  of  value  does  really 
exist  to  a  certain  extent,  csj>eci.illy  with  regard  to  the 
commodities  produced  an  i  sold  in  the  interior.  Now 
if  a  Chinaman  in  the  interior  comes  into  contact  with  a 
j^oll  value  which  had  l>ecn  unknown  to  him  up  to 
that  moment,  cither  liecause  he  must  purchase  goods 
at  a  gold  value  or  because  he  must  pay  his  taxes  in 
such  value,  and  if  he  then  notices  that  at  various  times 
a  ditTcrent  amount  in  silver  must  be  paid  for  the  same 
<|uantity  of  goods  at  a  gold  value  or  for  the  payment 
of  the  name  taxes  in  jjold  value,  he  will  at  first  natur- 
ally believe  that  the  value  of  his  silver  has  remained 
constant  and  that  the  fluctuations  are  due  to  a  change 
in  the  price  of  the  >,'oods.  in  the  amount  of  taxes  etc. 
He  will  undoubtedly  be  discontented  if  this  difference  in 
price  should  be  to  his  loss,  and  it  would  conse({ucndy 
be  wine  to  avoid  causing  such  discontent,  particularly  if 
this  were  lilcely  to  occur  in  a  large  t).»rtMrthr  <  ounirv 
or  in  remote  parts  of  the  interior 

The  risk  of  such  discontent  arising  will  ii.iiurally 
remain  as  long  as  silver,  at  its  variable  value,  and 
£old  are  used  side  by  side.  The  difference  in  the 
'  >n    of   value    will    only    disap|>ear    when    the 

■)  lard  has  been  introduced  throughout  the  entire 
country,  and  all  prices,  taxes,  etc..  have  l>ecn  fixed  in 
Ihat   gold   unit  As    it    will    l>e    inevitable    for   the 

reaaoni  I  have  repeatedly  sutcd  that  the  silver  standard 
and  gold  standard  will  have  to  l)e  carried  on  tide  by 
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side  for  a  certain  time,  it  will  be  wise  to  assume  the 
responsibility  for  the  consequences  of  maintaining 
the  silver  standard  during  this  transitory  period.  It 
must  for  instance  not  only  be  permitted  to  pay  the 
taxes  in  silver  value,  but  the  Government  should  also 
continue  to  impose  them  in  silver.  The  risk  of  fluctuat- 
ions in  the  rate  of  exchange  of  silver  is  naturally  then 
borne  by  the  State,  This  is  done  at  the  present 
day  in  the  whole  of  China  with  all  taxes  levied  in 
the  entire  country,  although  this  circumstance,  it  is 
true,  renders  the  budget  of  the  State  of  China  very 
uncertain  as  against  the  fixed  value  of  its  indebtedness 
for  its  foreign  gold  loans.  The  State  of  China 
would  however  then  not  be  in  a  worse  position  than 
it  is  at  the  present  moment,  on  the  contrary,  if  the 
gold  standard  can  be  introduced  at  an  early  date  in  the 
principal  commercial  centres,  and  in  the  book-keeping 
of  the  Government,  the  taxes  and  the  import  and 
export  duties  of  those  places  can  be  collected  in  gold 
value.  The  condition  will  then  be  considerably 
improved  and  the  evil  which  is  at  present  spread 
over  the  whole  country,  will  be  confined  to  the  more 
remote  parts  only. 

The  same  methods  were  applied  by  the  Government 
of  the  Netherlands  Indies  in  the  more  remote  districts, 
which  remained  long  under  the  regime  of  a  silver 
circulation,  and  the  Government  reaped  great  satis- 
faction by  its  prudent  policy  in  leading  the  population 
of  those  districts  to  use  the  new  standard  of  currency. 

This  need  not,  however,  in  the  meantime  prevent 
any  propaganda  being  made  ior  the  gold  standard  in 
those    districts;    the    railways,    the    merchants   of  the 
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%'-  i  i:  I.  .uul  Others  may  act  as  pioneers  of  the  >(old 
»ta:ul.ir  I  and  each  will  help  in  his  own  (ashion. 
The  railwa)-*  can  hx  their  rates  of  freii^ht  from  the 
furthest  interior  in  goUi  value,  i.e.,  with  a  variation  of 
ihc  j>rices  if  |>aid  in  silver.  In  this  way  the  |K)puIalion 

can  be  accustome.l  to  the  system;  the  railways  bring 
the  merchants  who  will  wish  to  trade  on  a  gold  basis; 
merchandise  which  must  province  a  price  in  gold  will 
lie  brought  from  the  \ions.  I'*vcn  where  there  arc 
no  railways  the  steamers  which  }>cnetratc!  far  into 
the  country  can  continue  the  work  of  development  in 
the  same  manner.  It  is  for  instance  most  remarkable 
how  great  a  support  the  Government  of  the  Netherlands 
Indies  experienced  from  the  merchants  from  the  seaport 
towns  by  their  introilucin^c  the  goM  sLindard  in  the 
hinterland  when  those  parts  were  ripe  for  the  innt)vation, 
and  these  merchants  acted  as  so  many  advoaitcs  for 
the  gold  standard  amongst  the  |>opulation  of  these 
remote  districts. 

The  {MTOple  must  however  Ik:  given  lime  to  change 
their  ideas,  and  any  pressure  mivjht  cause  gn-at  injury. 
The  Chinaman  is  on  the  whole  intelli;;ent  enough 
to  adapt  such  a  new  idea  in  the  long  run ;  1  even 
venture  to  think  that  the  Chinaman  is  naturally  more 
intelligent  than,  for  instance,  the  [>eaKant  |>opulation 
of  a  large  part  of  Huro{>e.  which  has  eventually  had 
to   »ubmit   to  a  similar  evolution.  .And  seeing  that 

this  evolution  has  taken  many  years  in  Huro(>e.  it 
matt  DOC  be  expected  that  the  population  of  China 
will  change  its  views  on  the  subject  in  the  space 
of  a  few  years.  japan  it  is  true  has  given  an 
admirable   example  in  this  direction  when  it  changed 
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its  standard  of  currency  throughout  the  whole  country 
in  a  few  years  time  and  afterwards  in  Korea  and 
Formosa.  Nevertheless  even  Japan  took  a  greater 
length  of  time  for  the  introduction  of  the  currency 
reform  in  these  parts  than  for  the  execution  of  the 
reform  at  home.  Such  a  powerful  unity  in  the  will 
and  action  of  the  people  cannot  however  be  lound 
in  China,  and  equal  results  must  therefore  not  be 
expected. 

The  Chinese  must  be  pardoned  if  in  the  interior 
they  still  hold  to  the  notion  that  silver  is  permanent 
in  value  and  gold  variable.  To  a  certain  extent 
they  are  right  in  those  places.  As  soon  as  the 
influence  of  international  traffic  has  also  changed 
the  conditions  in  the  interior,  the  opinion  of  the 
natives  on  this  point  will  change  of  its  own  accord. 


Returning  to  our  point  of  departure  in  the  last  three 
chapters,  I  must  repeat  that  the  Central  Bank  should 
adapt  itself  wisely  and  carefully  to  the  existing 
conditions  of  the  country.  It  will  be  its  high  duty 
to  assist,  in  the  first  place,  in  establishing  a  general 
gold  standard  or,  better  still,  a  gold  exchange  standard 
throughout  the  entire  country.  With  this  object 
before  it,  the  Bank  must  nevertheless  not  hesitate  to 
maintain  the  standpoint  of  the  silver  standard  and  even 
to  issue  silver  notes  in  those  districts  where,  after 
mature  consideration,  it  may  appear  wise  to  do  so. 
Though  acting  thus,  the  Bank  can  nevertheless  continue 
to  work  towards  the  establishment  of  a  uniform  currency 
and    the    Central    Bank,    by    means    of   its    technical 


u>    'ticnlific   mciin.un    Mill    lic    ihc  mosi 
;iccr  for  ihc  ultimulc  uniformily  of  currency 
oo  a  i^oki  ftUndard. 


CHAPTHk    XVII 

The  gold  reserve  abroad  and  its 
inanagement. 

1  have  already  repeatedly  had  occasion  to  discuss  the 
quc3ktton  o(  the  ^old  reserve  abroad,  how  it  could  be 
brou^'ht  about  and  how  it  could  l>c  administered. 
On  pa;:cs  70.  80  and  103  of  „On  Chinese  Currency" 
Vol.  I.  1  devoted  a  few  words  Ut  ihe  subject,  and 
also  on  p.   157  of  this  work. 

I  still  wish  to  add  a  few  remarks  to  tiiis  most 
im)>ort.int  Kection  of  the  currency  and  banking  reform 
for  China  as  pro()Osed  by  me. 

1  have  pointed  out  in  the  previous  chapter  how 
we  must  clearly  distin^cuish  between  the  foreign  gold 
reserve  which  the  Central  Bank  holds  for  the  purpose 
of  mainuining  the  value  of  its  notes,  and  the  gold 
reserve  which  may  eventually  be  laid  aside  against 
the  issue  of  silver  token  coins  as  soon  as  such  issue 
is  possil4e.  which  reserve  must  serve  exclusively  for 
the  maintenance  of  the  p.irity  of  the  token  coins. 

The  firsi  reserve  is  the  pro|>erty  of  the  i3ank.  the 
lallcr  belongs  to  the  State.  Both  therefore  <liffcr  in 
origin,  nature  and  purpose,  and  must  always  be  kept 
a|>art,  both  in  theor>  and  practice. 

The  principle  is.  however,  the  same  in  both.       It  is 
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moreover  possible  that  the  State,  which  entrusts  the 
Central  Bank  with  so  many  functions,  will  also  apply 
to  the  Bank  for  its  assistance  in  this  respect,  and 
consequently  entrust  it  with  the  administration  of  that 
reserve  on  behalf  of  the  State.  Should  the  Bank 
do  this,  and  there  need  not  only  be  no  objection  to 
this,  but  the  Bank  could  very  well  do  it,  it  would 
consequently  administer  two  gold  reserve  funds.  The 
Bank  may  administer  them  on  similar  principles  but 
will  have  to  take  great  care  to  keep  the  service  of 
these  two  funds  and  their  respective  assets  distinctly 
separate. 

The  coin  reserve  of  the  State  consists  chiefly  of  the 
seigniorage  profits  which  are  converted  by  the  State 
into  gold  or  gold  investments  abroad,  as  long  as 
neither  gold  nor  gold  investm.ents  can  be  used  for  the 
purpose  in  the  country.  On  the  further  develop- 
ment of  the  Chinese  currency  on  a  gold  standard 
this  gold  reserve  will  for  the  greater  part,  if  not  entirely, 
come  back  into  the  country  itself.  The  gold  reserve 
of  the  Bank  of  Issue  will  always  more  or  less  have 
to  remain  abroad,  at  least  to  the  extent  of  its  foreign 
bill  portfolio  and  of  its  deposits  with  foreign  correspond- 
ents in  gold  countries.  Such  gold  reserves  have 
of  recent  years  been  laid  aside  by  the  large  banks  of 
issue  in  order  to  serve  as  a  protection  for  their  own 
gold  stocks.  Asiatic  countries  are  in  special  need 
of  this,  not  only  colonies  such  as  the  American,  British 
and  Dutch,  but  also  independent  kingdoms  such  as 
Japan  and  Siam. 

Silver  token  coins  have  an  intrinsic  value  which  is 
naturally  lower  than  the  nominal  value  at  which  they 
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;.  1  he  gold  reserve  for  the  token  coins  is 

thus  at  first  composcJ  of  the  difference  betweco  this 
nominal  and  intrinsic  metal  value  of  l\u:  token  coins 
antl  its  purpose  is  to  reuin  this  difference  of  value, 
which  was  received  by  the  State  on  the  issue  of  ihr 
token  coins,  in  order  to  return  it  a^ain  later  if  necessary. 
rhua  we  see  that  the  intrinsic  value  of  the  token  coin 
with  the  addition  of  the  reserved  value  from  the 
Hei>;niorage  profits  should  together  form  100%  of 
the  nominal  value.  If  however  the  valur  of  the 
silver  were  to  fall,  the  toul  ol  those  two  sums  would 
also  projK»rtionaicly  fall  l)eK)w  the  par  of  nominal  value. 

An  example  may  illustrate  this.  Suppose  a  token 
coin  is  issued  having  an  intrinsic  value  in  silver  of 
50O0.  The  rcser\'cd  sci.;nioragc  will  therefore  1)C, 

iiUre^jarding  for  the  moment  the  cost  of  mintinj^',  the 
remaining  50O/0.  If  the  silver  should  then  fall  10% 
in  value,  the  intrinsic  value  of  the  token  coin  is 
reduced  to  45  %  of  the  nominal  value,  so  that  the 
intrinsic  value  plus  the  reserve  will  then  be  only  95  o/o- 
It  is  therefore  advisable  lo  add  to  the  nscrvc  any 
interest  made  on  the  investment  of  the  seigniorage 
reserve  until  it  h:is  reached  a  figure  which  will 
preclude  all  risk  of  any  fall  in  the  price  of  silver  not 
l>cing  fully  covered  by  the  reserve. 

On  the  other  hand  a  bank-note  has  no  valur 
whatever  in  itself.  Its  full  valuf  is  only  to  Ix- 
(•lund  in  the  property  of  the  bank  issuing  it.  which 
( onslsts  partly  of  its  metallic  stock  and  partly  of  its 
either    assets.  In    contrast    with    the    object    of  the 

coin  rcicrvc  of  the  Sutc.  the  proceeds  obtaine^l  by 
the    Bank   from   its   foreign   gold   reserve  have  really 
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been  made  in  the  business  of  the  Bank  and  it  is 
therefore  perfectly  rational  for  the  Bank  to  place 
this  profit  on  its  Balance-Sheet  for  general  distribution 
at  the  end  of  the  year.  Whether  it  would  be  wise 
on  the  part  of  the  Central  Bank  to  distribute  the 
whole  of  these  profits,  at  least  during  the  first  few 
years,  is  a  point  I  shall  discuss  further  in  Chapter  XX. 

There  is  also  another  difference,  viz.,  that  the  cost 
of  the  administration  of  the  currency,  if  this  is  done 
by  or  on  behalf  of  the  Government,  must  be  included 
in  the  general  State  expenditure,  whereas  the  expenses 
incurred  on  the  issue  of  bank-notes  are  to  be  included 
in  the  business  expenses  of  the  Bank  and  are  to  be 
paid  out  of  the  profits.  This  may  also  be  a  reason 
why  any  profit  made  by  the  State  on  the  invested  coin 
reserve  should  be  added  to  the  coin  reserve  until  it 
has  reached  such  an  amount  that  any  increase  may 
safely  be  employed  in  the  public  interest  (e.  g.,  for  the 
construction  of  roads,  railways  etc.,  see  "On  Chinese 
Currency  I"  pp.  96-7)  or  it  may  even  be  added  to 
the  ordinary  State  revenue. 

I  have  already  pointed  out  that  the  establishment 
of  such  gold  reserves  abroad  can  also  be  effected 
without  large  financial  sacrifices  on  the  part  of  the 
State  and  without  contracting  any  loans,  and  it  is 
interesting  to  note  that  the  eminent  American  financial 
expert,  Mr.  Charles  A.  Conant,  has  come  to  the  same 
conclusion  and  has  expressed  it  in  a  report  submitted 
by  him  and  Mr.  F.  C.  Harrison  to  the  Government 
of  Nicaragua  on  April  23,  191 2,  relating  to  the  currency 
reform  of  that  country.  I  take  the  liberty  of  quoting 
the  following  passage  from  this  report:- 
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.»,  I..C  ^aolc  cost  of  ihc  rclorm  has  lo  be  borrowed 
and  Nicaragua's  re!U>urccs  arc  slender,  uc  determined 
to  recommend  that  the  exchange  standard  system  of 
currency,  as  being  the  most  cconumical.  be  adopted 
for   the   first   few   critical   years.  This   system  was 

hrst  tried  by  Holbnd  in  Java,  then  on  a  gigantic 
scale  in  India,  thereafter  in  the  Philippines  and  in  one 
form  or  another  elsewhere,  in  every  case  with  success. 
Briefly  stated,  the  idea  underlying  this  system  is  that 
it  is  possible  to  keep  the  currency  of  a  country, 
whether  a  paper  or  meullic  currency,  at  a  parity 
with  the  currency  of  another  countr)*  or  countries  by 
proviiiing  a  reserve  fund,  by  means  of  which  its 
paper  or  metallic  currency  can.  when  its  value  tends 
to  rise  or  fall  in  terms  of  the  other  currency,  be 
decreased  or  increased  until  its  valu'-  '-  '.-.i.^r,'.]  to 
the  former  p;irity. 

"Experience  with  the  gold  exchange  sund.ird  has 
shown,  however,  that  it  is  possible  to  build  up  such 
a  reserve  to  a  considerable  amount  without  imposing 
any  burden  upon  the  finances  of  the  countr>-  where 
the  system  is  in  operation.  The  chief  sources  for 
building  up  such  a  reserve,  without  borrowing  or 
taxation,  arc  three:  The  seigniorage  proHis  on  the 
coinage  of  silver;  the  premiums  charged  for  the  sale 
of  drafts  and  bills  of  exchange;  and  interest  upon  the 
exchange  funds  when  invested  in  securities  or  deposited 
with  banking  institutions  in  fmancial  centres.  The 
meitfniorage  u{>on  new  coinage  is  usually  the  most 
t  of  these  items,  and  amounts  to  a  large 
j.,w,.,..  ..ua  of  the  fcice  value  of  the  currcnc)'  issued  il 
the  rate  of  coinage  adopted  departs  considerably  from 
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the  market  value  of  the  bullion  contained  in  the  coin. 

"The  profits  upon  the  sale  of  drafts  upon  a  gold 
exchange  fund,  while  they  do  not  look  so  impressive 
as  the  profits  upon  coinage,  are  repeated  over  and 
over  in  the  course  of  transfers  of  capital  and  credit 
in  both  directions ;  while  the  profit  from  the  seigniorage 
occurs  only  once,  —  at  the  time  of  the  coinage. 

"The  third  source  of  profit  to  the  exchange  fund  — 
interest  on  investments  or  on  deposits  where  any 
such  use  of  the  fund  is  justifiable  —  is  also  of  some 
importance  when  rates  for  money  are  high  in  the 
financial  centre  where  the  reserve  is  kept. 

"In  the  Philippine    Islands,    according   to   a   recent 

statement   made   public  by  the  War  Department,   the 

gold    standard    fund    stood,     on    June    30,     191 1,    at 

$  10,308.877,   the   entire   amount   being   the   proceeds 

of  the  seigniorage  on  silver  coinage,  the  sale  of  drafts, 

and   interest   on   the   deposit   of  the  reserve  funds  in 

the  United  States,  after  the  deduction  of  considerable 

amounts   for  interest  on  temporary  loans  incurred  for 

the    purchase    of  silver    and    certain    other    charges. 

As  the  circulation  of  Nicaragua  at  commencement  will 

probably  not  exceed  about  one-eighth  of  the  Philippine 

currency,    the    amount    of   profit    will    necessarily    be 

smaller,  but  it  is  also  likely  to  be  considerable." 

(Plan  of  Monetary  Reform  for  Nicaragua,  F.  C.  Harrison 
and  Ch.  A.  Conant,  pp.  34/5.  Published  by 
William  R.  Ficke  Co,  Printers,  New  York.) 

This  report  was  therefore  written  almost  simultan- 
eously with  my  own  work  "On  Chinese  Currency  I"  and 
comes  to  the  same  conclusion  on  a  vital  point  of  an 
analogous   question.         Practically   the   same  may  be 
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ttid  with  regard  to  the  administration  of  tlic  exchange 
fund.  o(  which  Messrs.  F.  C.  Harrison  and  Charles 
A.  Conant's  report  states  the  following' :- 

'In  providing  fur  an  exchange  fund  on  deposit  in 
New  York,  subject  to  drafts  for  the  purpose  of  main- 
uinin^'  the  parity  of  ihc  currency,  it  is  not  contemplated 
that  the  business  of  dealing;  in  foreign  exchan>;c  will 
be  monopolized  by  operations  upon  this  fund.  The 
}.  'f   the    fund    is    essentially    to    protect    the 

r  ,    when    ihc)    lend    lo   become    adven»e,  and 

not  to  deprive  existing  banks  and  bankers  of  the 
I.  !!   ':         while  o[x:ralions  in  one  direction 

.1  those    ifi     the    other.         The 

limiution  that  drafts  u{X>n  this  fund  shall  l)C  sold  only 
in  amounts  of  not  less  than  )  5  000  after  the  National 
liank  is  established  is  an  indication  of  this  puqiose. 

In  practice,  the  local  banks  arc  likely  to  l>e  the 
c!  '   not   the   only,    purchasers  of  drafts  upon  the 

I  Uy  buying  drafts  in  multiples  of  $  5. ocx>  they 

will  l)c  able  to  cover  drafts  for  smaller  amounts  sold 
^  and    will    Ik:    able  to  charge  their  clients  a 

f  '•    proht  above  the  rate  of  exchange  (>aid  to 

the  National  Bank  for  large  drafts,  in  order  to  compen- 
sate •  ' .  rs  for  the  labor  and  expense  involveil 
in  »u  liic  amounts  drawn.  There  is.  indeed, 
nothing  in  the  moneLuy  law.  nor  in  its  possible  appli- 
cation, to  prevent  the  National  Hank  itself  from  keeping 
fund*  in  New  York  t>r  elsewhere,  for  exchange  pur- 
poses, independent  of  the  exchange  fund  herein  provided 
for  the  purpose  of  maintaining  the  parity  of  the  currency. 
In  other  words,  the  fundamcnul  purp>ose  of  the  fund. 
after    the    exchange    is    fixed,    is   to   guard  against  a 
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decided  balance  of  demand  for  exchange  in  either 
direction,  and  not  to  interfere  with  ordinary  transactions, 
for  which  the  local  banks  would  usually  have  ample 
funds  and  which  would,  in  the  usual  course  of  business, 
nearly  balance  each  other.  The  policy  of  the  National 
Bank  in  dealing  with  exchange,  apart  from  the  official 
fund,  is  left  to  the  policy  and  discretion  of  its  mana- 
gement."        (idem  pp.  37-8.) 

On  page  96  of  "On  Chinese  Currency  1"  I  proposed 
that  cheques  on  foreign  gold  reserves  to  amounts  of 
50.000  or  100.000  of  the  new  units  should  be  supplied 
in  order  to  maintain  the  parity  of  token  coins. 
The  same  may  naturally  be  done  with  regard  to  the 
bank-notes.  As  a  rule,  the  fact  that  the  Bank  is 
prepared  to  furnish  such  cheques  to  the  said  minimum 
amounts  will,  with  the  co-operation  of  the  private  banks, 
be  sufficient  to  maintain  the  parity;  the  restriction  to 
such  large  amounts  will  show  clearly  that  it  is  not 
the  intention  of  the  Central  Bank  to  compete  with  the 
private  banking  concerns  in  their  bill  trade.  If 
however  circumstances  should  arise  in  which  the  private 
banks  should  not  voluntarily  co-operate  to  maintain 
in  this  manner  the  parity  of  the  notes  and  eventually 
of  the  token  coins,  or  if  nevertheless  any  distrust 
should  arise  among  the  public,  the  Central  Bank 
might  then  provisionally  be  prepared  to  supply  transfers 
to  the  foreign  gold  reserve,  to  a  minimum  for  instance 
of  only  500  units,  in  order  that  even  holders  of 
small  amounts,  merchants,  shopkeepers,  exporters  etc., 
could  apply  direct  to  the  Bank  and  offer  the  number 
of  notes  they  possess  in  exchange  for  a  goM  bill  on 
some  or  other  cjold  centre.         With  these  the  merchants 
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could  pay  for  their  foreign  indcnu  just  as  well  as 
with  a  forci^'n  bill  or  cheque  purchased  from  an 
ordinary  bank.  It  is  better  however  that  the  Central 
Hank  should,  particularly  with  a  view  to  its  relation 
CO  the  other  tanks,  only  supply  such  small  amounts 
in  exceptional  cases,  and  more  especially  if  the  other 
l>anks  were  not  j)re{>arcd  to  do  so. 

As  to  the  manner  in  which  the  jjold  reserve  abroad 
should  be  manaj^ed,  1  bej;^  to  refer  the  reader  to 
paj;^  103  et  scq.  of  my  work  "On  Chinese  Currency  I" 
where  I  proposed,  both  in  order  to  avoid  excessive 
rx|)en  liture  and  in  order  to  preserve  an  absolute 
neutrality,  that  the  Hurojxran  agency  for  that  part  of 
the  reserve  which  will  be  invested  in  Europe  on  the 
various  larjje  markets,  or  would  be  earmarked  there, 
should,  durinjj  the  first  period  at  least.  l>c  establishe<l 
at  Amsterdam,  this  place  being  most  conveniently 
situated  for  the  purpose. 

How  these  forcikjn  gold  reserves,  viz..  for  the  bank 
notes  and  for  the  token  coins,  can  be  formed  without 
incurring  any  great  expense  or  contractin;.;  any  loans, 
and  more  particularly  by  means  of  investing  foreign 
capital  in  China.  I  shall  briefly  descrit>c  in  the  following 
chapter. 


PARTY. 
THE   BANK=NOTES. 


CHAPTER  XVIII. 

The  issue  of  bank-notes. 

On  looking-  into  the  above  subject  we  are  immediately 
faced  with  the  following"  questions  :- 

I.     In    what   denominations  should  the  gold  notes 
be  issued? 

II.     How   can   the   bank-notes  of  the  Central  Bank 
be  brought  into  circulation? 

I.  In  attempting  to  answer  the  first  question  "In 
what  denominations  should  the  gold  notes  be  issued  by 
the  Central  Bank  of  China?"  we  are  again  faced  with 
a  peculiar  difficulty.  As  a  rule  the  notes  of  a  Central 
Bank  are  not  issued  in  too  small  denominations  for 
two  reasons,  viz.,  in  the  first  place,  because  the  r6le 
of  small  circulation  medium  should  preferably  be  left 
to  token  money,  and  secondly  because,  from  an  economic 
standpoint,  the  issue  of  fiduciary  paper  divided  into 
small  amounts  is  not  without  risk  as  it  would  result 
in  its  being  largely  distributed,  and  would  thus  mainly 
come   into   the   possession   of  financially   the   weakest 

18 


104 

holders.  And  however  well  secured  or  covered  a 
Uanknuic  may  be,  even  to  such  an  extent  ihat  iherc 
need  not  be  the  sli^htc^t  doubt  that  ila  full  counter- 
value  will  always  l>e  available,  there  may  be  times  of 
crisis,  of  j^jeneral  excitement  etc..  when,  even  totally 
without  rea.son.  the  confidence  of  the  ]>cople  in  a 
liduciar)'  medium  of  |>;iymcnt  is  shaken. 

This  confidence  can  be  affected  most  in  the  case 
of  the  holders  of  small  amounts,  who  are  j^enerally 
the  mo!»t  uncducatetl  |>ersons  and  who  cannot  under- 
stand the  real  value  of  the  fnluciary  note,  and  whose 
taith  is.  moreover,  most  easily  shaken.  A  double 
dan>;cr  therefore  liei  in  these  small  holders,  in  the 
first  place,  because  they  will,  in  case  of  a  run  on  the 
Hank  on  account  of  distrust  in  the  notes,  (lock  in  huge 
numl>ers  and  thus  tcm|x>rarily  render  the  exchange  of 
such  an  overwhelming^  numl)er  of  notes  most  dilficult. 
and  secondly  because  they  can  seriously  atuck  the 
meul  reserve  of  the  liank  and  exhaust  it  to  a  con- 
siderable extent. 

This  is  why  smail  denominations  of  kink-notes  are 
avoided  in  most  countries  or  at  least  why  their  issue 
is  cautioned  ay^ainst.  In  England  for  instance  the 
smallest  bank-note  is  if  5.  and  Sir  I'tux  Sciiustf.r 
has  suted  that  the  circulation  of  Bank  of  England 
notes  outside  the  holdin>;s  of  private  hanks  is  quite 
insignificant  (see  al>ove.  p.  136).  In  Germany,  object- 
ions have  been  heard  in  various  quarters  against  the 
issue  of  notrs  of  50  marks  and  less;  it  was  urged  that 
a  reserve  of  100^/0.  es(>ccially  for  these  notes,  .should 
be  kept    with  a  view  to  the  danger  described  above. 

It  cannot   be    denied    that  ilicre  is  a  great  deal  of 
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truth  in  these  statements.  China  must  however  solve 
such  a  totally  different  problem  from  those  of  the 
Western  States  with  their  very  complicated  finance,  that 
it  will  have  to  find  a  way  out  of  the  difficulty  in  another 
direction  than  would  be  advisable  for  Western  countries. 

Moreover  one  should  be  very  careful  in  applying 
without  further  ado  the  rules  of  Western  economic 
science     to     Oriental     countries.  It    is    a  frequent 

error  on  the  part  of  Western  economists  and  writers 
that  they  build  economic  doctrines  for  the  East  on 
the  same  basis  as  for  the  West.  Anyone  who 
has  lived  a  long  time  in  the  East  and  has  paid  more 
than  superficial  attention  to  its  economic  problems, 
will  have  to  admit  that  one  cannot  be  too  careful  in 
forming  an  opinion  on  this  point,  and  that  serious 
mistakes  have  often  been  made  by  Western  economists 
who,  on  theoretical  considerations,  simply  judge  the 
East  according  to  the  same  standard  as  the  West. 
If  therefore  small  denominations  of  bank-notes  were 
to  be  prohibited  for  the  East  on  the  same  grounds,  one 
would  run  great  risk  of  being  led  astray  by  following 
purely  theoretical  guides. 

China  will  not  be  able  to  do  without  notes  of  small 
denominations,  as  it  will  for  the  present  be  impossible 
to  issue  silver  token  coins.  If  China  wishes  to  free 
herself  from  the  difficulties  connected  with  a  pure 
silver  standard,  she  will  have  to  take  preliminary  steps 
towards  the  gold  standard,  and  she  will  have  to  find 
a  substitute  for  what  is  not  yet  attainable  in  the  form 
of  a  silver  token  coin.  And  for  this  purpose  the 
small  denominations  of  the  gold  notes  of  a  Central 
Bank  are  the  most  convenient. 
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Against  all  these  theoretical  objections  wc  find 
numerous  examples  that  the  issue  of  such  small  notes 
has  lor  m.iny  years  l>cen  carried  on  most  successfully 
in  the  Kasl.  an«l  that  they  have  withstood  the  stress 
of  crisis,  war.  revolution  etc.  In  British  India,  in 
the  Straits  Settlements  and  in  the  Netherlands  Indies, 
(iovcrnment  notes  and  bank-notes  in  small  denomina- 
tions arc  in  jfrcal  demand  and  are  accepted  by  the 
least  educated  |>eopIe  in  all  jxirts  of  the  country. 
In  recent  years  Japan  has  gained  a  similar  success 
in  Formosa  and  Korea.  (Sec  Ap|)endix  D)  and  America 
has  don'-  the  same  in  the   Philippines.  It  is  obvious 

that  with  all  these  practical  instances  one  must  accept 
the  theoretical  objections  against  the  issue  of  small 
notes  in  China  with  a  certain  reserve. 

It  is  ceruinly  true  that  in  the  aforesaid  Oriental 
countries  these  notes  can  as  a  nde  be  paid  in  metal, 
at  any  rate  this  is  so  nomin.iUy  and  this  couUl  not 
be  done  in  China  for  the  present.  But  as  a  matter 

of  (act  the  exchange  of  the  notes  in  many  districts 
of  the  said  countries  w.is  practically  im|>ossible  as  no 
banks  were  established  in  the  more  remote  parts. 
some  of  which  were  .several  days'  travelling  distance 
from  the  nearest  money  centre,  and  yd  the  confidence 
in  the  notes  in  thosr  remote  parts  was  never  shaken 
to  a  serious  degr  i  vcn  in   Kuropc  there  are  at 

the  j»rcsent  moment  countries  where  notes  are  not 
yet  )>aid  in  metal,  as  for  instance  in  Austria  Hungary, 
and  this  was  also  the  case  in  France  for  several  years 
after   the    Franco-Cirrman  war.  And  yet  no  one  in 

France  (except  during  a  short  period  of  panic  after 
the  outbreak  of  hostilities  when  the  notes  depreciated 
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a  few  francs  per  cent  for  a  very  short  time)  nor, 
since  the  currency  reform,  in  Austria-Hungary,  has 
ever  doubted  the  notes  having  their  full  value, 
because  every  one  was  convinced  that  the  counter-value 
laid  aside  against  those  notes  really  existed  and  was 
being  properly  administered.  Depreciation  only 
occurred  where  insufficient  counter-value  was  kept, 
which  naturally  caused  distrust.  The  mere  fact  that 
the  notes  are  not  payable  in  metal  is  not  sufficient  to 
bring  this  about. 

Let  not  the  reader  consider  the  above  a  vindication 
of  a  system  which  would  not  provide  for  the  immediate 
exchangeability  of  bank-notes;  this  is  far  from  me, 
but  in  case  of  China  one  must  make  the  most  of  the 
circumstances,  fautc  de  mietix,  and  as  I  have  already 
pointed  out  in  "On  Chinese  Currency  1"  (pp.  27-8) 
one  must  not  in  China  seek  to  apply  theoretically 
the  best  financial  or  economic  system,  but  must  find 
the  system  which  under  the  circumstances  has  the 
greatest  chance  of  success,  and  which  may  lead 
to  better  conditions  than  those  prevailing  at  present. 
The  successful  practice  of  the  whole  Orient  points  to 
the  conclusion  that  it  is  desirable  for  China  to  issue 
notes  of  small  denominations  through  the  Central  Bank, 
and  this  need  not,  considering  the  present  state  of 
affairs,  be  deemed  imprudent  on  the  part  of  China  if 
the  notes  are  not  at  first  made  redeemable  against 
metal.  This  practice  should,  as  it  is  impossible  to 
begin  at  once  with  the  better  system,  be  instituted 
provisionally  and  the  better  one  proceeded  to  later. 
There  should  therefore  be  no  hesitation  in  deciding 
on  circulating-  small  denominations  of  bank-notes. 


19S 

1  had  proposed  as  the  future  unit  for  the  reformed 
currency  a  jjold  value  of  0.3644S83  ^rams  of  fine  gold, 
which  lies  between  a  German  Keichsmark  and  an 
Kn);Ii%h  !thinin>;.  Now.  whctiicr  it  is  advisable  to 
Usue  bank-notes  in  denominations  as  small  as  one 
unit  or  to  take,  for  instance,  two  units  as  the  smallest 
nute.  which  is  a()proximately  the  equivalent  of  the 
present  silver  duUar.  will  have  to  be  determined  in 
connection  with  the  )>osHibility  of  issuing  the  new 
subsidiary  coins.  As  long  as  there  is  any  difficulty 
in  issuing  and  circulating  subsidiary  coins  of  Vi  "i^i^ 
(see  page  90  "On  Chinese  Currency"  Vol.  I)  it  would 
be  desirable  to  issue  notes  of  one  unit.  As  soon 
as  the  subsidiar)-  coins  are  issued  these  could  be  with- 
drawn and  notes  of  two  units  would  sutVice:  similarly,  as 
soon  as  the  silver  token  coins  of  one  and  two  imits  are 
issued,  the  lowest  denomination  of  a  lank-note  could 
be  fixed  at  5.  or  even  at  10  units.  There  is  a  diffe- 
rence between  issuing  subsidiary  coins  of  l'|  unit  and 
less  and  the  future  issue  of  one  and  two  tmit  pieces, 
for  there  is  obviously  greater  dan>;er  of  forgery  in 
the  issue  of  unit  pieces  than  in  the  issue  of  subsidiary 
coins.  The  unit  pieces  will  necessarily  have  to  be 
made  legal  tender,  so  that  ever)*  one  will  l)e  obliged 
to  accept  them  to  any  amount,  whereas  no  one  is 
forced  to  accept  more  than  ten  units  in  silver  subsidiar)' 
coin  (Vfl  u'^it  3"^  less),  so  that  in  the  case  of  the 
btter.  forger)'  is  more  readily  pfV""'.!  "i<l  r«Uc 
coin  it  not  so  easily  circutatrd. 

The  ghoicc  of  the  remaining  dcnomuialionN  is  not 
of  such  importance.  It  is  a  great  convenience  to 
be  able  to  make  combinations  ending  with  the  figure 
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5,  and  for  this  purpose  there  must  be  either  a  5  or 
a  25  unit  note.  Higher  denominations  could  be 
fixed  at  50,  100,  500  and  1000  units.  Taking-  into 
consideration  the  small  value  of  the  unit,  a  note  of  2000 
units  might  be  useful  for  large  payments,  although 
large  transactions  between  the  banks,  whose  signatures 
are  absolutely  reliable,  will  mostly  be  made  by  means 
of  cheques  or  transfers. 

It  is  certainly  unnecessary  to  point  out  that  the 
issue  of  notes  of  small  value  will  be  very  troublesome 
for  the  Bank  itself,  indeed  it  may  even  be  deemed  a 
sacrifice.  The  handling  of  the  issue,  in  sorting  or 
withdrawing  such  large  quantities  of  notes,  is  time- 
wasting  and  expensive.  The  Bank  will  therefore 
make  no  profit  on  the  smaller  notes,  and  this  will  be 
an  inducement  the  more  not  to  issue  or  continue  to 
issue  notes  of  such  small  denominations  without  very 
apparent  advantages.  As  the  Bank  issues  such 
notes  purely  in  the  public  interest,  it  may  be  expected 
that  it  will  keep  the  reserve  against  those  notes  in  a 
very  liquid  state,  and  will  thus  meet  any  theoretical 
objections  against  these  small  notes. 

II.  How  can  the  bank-notes  of  the  Central  Bank 
be  brought  into  circulation? 

Generally  speaking,  there  are  two  ways  of  doing 
this,  viz:- 

I.  With  the  voluntary  assistance  of  the  Government, 
of  railway  and  other  large  companies,  the  customs, 
bankers  and  merchants  etc.,  and  more  particularly 
by  developing  the  country  and  promoting  the 
investment  of  foreign  capital,  and 


Mfiicial  aaion  of  ihc  Govcrnmcni  which, 
« conomically  correct  manner,  obliges  the 
^pulaiion  to  accept  the  notci. 

lie  means  mentioned  sub  i.    it  is  obvious  that 

may  be  obtained  by  the  co- 

.1  individuals.        They  must 

aJl.  in  agreement  with  the  Hank,  arran^^c  that  from  a 

certain    •'  will   accept    the    ^^Ad    notes    of   the 

Vrnlral    i  t'lal   l  )cy  will  themselves  use  them 

(or  their  (>aymcn'.  'se  concerns  and  individuals 

?v!ousl),    lur    the    |)urj>ose    of   their    own 

.'    to  fix  their  prices  in  the  gold  value  of 

the  new  notes,  as  for  instance  rates  and  taxes,  passenger 

fare*,    and    the    prices    in    wholesale    and    retail    shops 

will  from  that  day  forNv.ir*!  luive  to  be  converted  into 

values  on  a  gold  basi  tirst  ht>wcvcr  practically 

iv    will    have    lu    Ix:    pn-pared   to  ac«  c|)t  both 

•  s  and  silver    in   jwymcnt    and    consequently 

the  rates  at  which  silver   (dollars,  sycee.  etc.)  will  be 

notes  must  l)e  published  togetlicr 

it  these    rates   will    Ixr    modified 

in   accordance    with  the   fluctuations   in   the   price  of 

silver.         T.  >  will  natur.dly  follow  closely  the 

stiver  rates  •  nks  at  the  time. 

The  cooperation  of  all  these  concerns  and  individuals 
•  iHi  <»f  more  than  l>cini;  prep.irr<l  to  do 
:•»    a    certain  extent  have  to  take  the 
initiative  by  exchanging  on  that  {articular  cby  agreed 
up»»n  a  portion  of  their  hinds  into  t"  of  the 

Central  Hank.         iScc  p.  170  of  "t'    '  -    irrcncy 

I"  for  the  most  practical  manner  in  which  private  persons 
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in  Sumatra  assisted  in  establishing-  the  circulation  of 
notes).  The  Bank  will,  especially  at  first,  have  to  be 
generous  in  fixing  the  rates  at  which  it  will  accept  silver 
for  the  notes  issued  so  that  all  these  persons  shall  not 
be  tried  too  severely.  The  Bank  must  offer  easy 
conditions  to  these  assistants  in  the  introduction  of  the 
currency  reform.  The  State,  the  customs,  railways 
and  similar  large  bodies  can  moreover  use  a  stimulant 
in  order  to  induce  the  population  to  pay  in  gold 
notes,  by  making  the  rates  for  the  acceptance  of 
silver  slightly  less  favourable  than  the  rate  at  which 
silver  can  be  sold  to  others  on  the  open  market  or 
to  the  banks  against  gold  payments.  The  inhabitants 
of  China  are  so  well  aware  of  this  that  they  will  soon 
see  the  advantage  of  first  exchanging  their  stock  of 
silver  into  gold  notes  at  the  Central  Bank  or  at  one 
of  the  private  banks  or  money  dealers  in  order  to 
pay  ultimately  in  gold  notes.  This  will  naturally 
result  in  the  population  paying  in  gold  notes  in 
preference  to  silver. 

The  Central  Bank  can  of  course  help  to  a  great 
extent  in  bringing  its  own  notes  into  circulation. 
All  payments  made  against  credits,  discounted  gold 
bills,  bills  or  telegraphic  transfers  on  foreign  centres 
will  have  to  be  paid  in  its  notes.  Thus  a  merchant, 
on  discounting  a  bill  of  lo.ooo  units,  receives  this 
amount  in  bank-notes  and  with  this  money  will  pay 
a  number  of  small  amounts  in  the  course  of  his 
business,  e.g.,  to  his  creditors,  his  staff,  his  landlord 
etc.  If  care  is  only  taken  that  the  fact  that  these 
gold  notes  will  be  issued  is  distinctly  made  known 
beforehand,  they  will  undoubtedly  easily  penetrate  to 
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all  ihe  classes  of  the  urban  |)Opulalion.  as  was  the 
case  with  &o  many  new  issues  of  lanknotcs  or  coins 
in  olhcr 

The  |>r  ..xkH  can  in  this  respect  be  of  special 

assisuncc  and  it  may  be  expected  that  they  will  be 
prc|>,irrd  to  rentier  such  assistance  as  soon  as  they 
have  undcrstoo*i  that  it  is  ultimately  in  ihcir  own 
interests  to  co-operate  in  this  direction. 

Tl  il   tlevelopment    of  the    countr\    will  also 

*o  a  *,  ^Tee  promote  the  circulation  of  the  notes 

of  the  Central  Hank  because  it  will  help  to  produce  a 
demand  for  a  circulation  medium. 

There    is  however  another  factor  which  may  be    of 

jjreat  influence,  viz.,  the  increase  of  the  investment  of 

f  '•iial  in  China.     When.  al>out  the  year  1900.  the 

'  rve  of  Japan  threatened  to  become  exhausted 

in  consequence  of  an  unfavourable  balance  of  payment 

•t>on  excessive  im|>orts.  thr  increase  of  foreijjn 

ts    in   Japan  remedied  this  evil  by  remillmg 

larj^e  amounts  of  money  to  Japan  and  usin^;  it  there. 

Forcivjn    investors   were   encourajjcd    to  do  so  b)-  the 

currency    reform    to   a    >,'old    standard  in  Japan  which 

rendered   the    rates  of  exchanj^e  more  stabh  ii  is 

that  after  the  establishment  of  llie  j;old 

'  ndard    in    China    foreijjn    capital    will    be 

largely   attracted   on   account   of  the  {greater  subility 

'•s  of  exchange.         This  will  necessitate  laryjc 

r  H    of    money    to    China    which    may    most 

conveniently    1m:    effected    by    |>aymcnts    in    the    gold 

rrvrvc   abroad,    and    the  Central  Bank  in  China  can, 

a};ain%t    these  jayments  pay  out  notes  or  open  credit 

accounts  in  China.         In   this   way   the  ^old  reserve 
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abroad  will  be  considerably  strengthened,  and  the 
circulation  of  bank-notes  in  China,  and  the  credit 
accounts  with  the  Central  Bank,  or  through  it  with 
the  other  banks  will  be  greatly  increased.  This  will 
also  be  a  reason  why  the  private  banks  should  by  all 
means  assist  the  Central  Bank  in  establishing  improved 
conditions,  as  they  themselves  will  greatly  benefit 
thereby. 

2.  The  second  means,  the  official  action  of  the 
Government,  will  enable  the  notes  issued  to  be  circulated 
in  a  large  radius  in  a  very  short  space  of  time,  and 
it  is  absolutely  necessary  that  the  Government  should 
decide  to  do  so  at  an  early  date  as  one  of  the  first 
steps  towards  the  reform  of  the  currency  and  banking 
system. 

We  have  already  seen  that  in  various  places  Govern- 
ment notes  have  been  circulated  by  the  authorities, 
particularly  during  the  revolution.  It  was  even 
stated  for  instance,  that  this  had  been  done  to  the 
enormous  amount  of  £  8.000.000  in  Canton  and  district 
alone.  As  a  rule  such  Government  paper  rapidly 
depreciated  and  it  is  absolutely  necessary  that  these 
notes  should  be  withdrawn  in  some  way  or  other. 
I  have  already  pointed  out  that  this  can  be  most 
conveniently  done  by  the  Central  Bank  for  and  on 
behalf  of  the  Government. 

In  such  a  case  the  introduction  of  the  new  bank- 
notes can  not  be  done  so  easily,  but  the  Government 
will  have  to  issue  a  loan  with  which  to  furnish  the 
Bank  with  funds  enabling  it  to  execute  this  withdrawal, 
as  was  done  in  Austria-Hungary  (see  page  92).  The 
Government    will    then    fix    a  term    within  which  the 
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Cffovcmmcnt  paper  muHt  have  been  prencntcd  to  the 
Central  liank  for  redemption  a(;ainst  the  issue  of  the 
I  wn  ni»lrs.  rhcse  (iovcriunciii  noics    must 

l.r  .1  _  :ncd  at  the  local  value  in  ihc  same  manner 
ju  1  have  prO|K>se(l  that  copper  coins  should  lie  redeemed 
i%ee  pp.  loo  ct  »e<|.  cif  „()n  Chinese  Currency  1")  with 
a  view  to  the  various  discounts  at  which  these  arc 
in  circulation.  In  this  way  a  large  number  of  the 
'  '  ! bank's    notes    would    very    (piickly  come  into 

n    and    be    readily    accepted.  The    Bank 

would  do  well  at  first  to  keep  the  reserve,  received 
from  the  (iovemmont  for  the  redemption  of  the  Govern- 
ment's notes,  vcr)'  liquid  in  onler  lo  be  al)l«-  to  furnish 
l^old  value  abroad  to  any  amount  a>;ainst  its  notes,  to 
in.,'  for  jjoM  value  elsewhere  in  return 
•:\c  Central  Bank.  By  this  means  the 
Hank  would  immediately  esublish  great  confidence 
in  its  notes. 

Not  only  will  the  Government  notes  have  to  disap{>car 
but  also  those  of  private  banks,  both  native  and  foreign. 
1  car'  '  that  there  will  be  any  tliltkuliy  in 

the  %*  notes  ot  foreign  institutions,  and 

a  serioiM  discussion  with  the  banks  concerned  will 
'^  vr    any    <|uestion    which    may    crop  up.  as  1 

.uly  pointc<i  out  that  in  the  long  run  it  will  not 
be  profitable  for  them  to  continue  the  issue  oi  their 
own  •-■ 

M<-^  lit  however  will  be  the  withdrawal  «»f  the 

numerous  kind  of  notes  issued  by  native  l>anks  and 
linkers  who  have  not  kept  any  rcsrrvc  against  their 
iftsucs.  Many  of  them  are  alrrady  much  dejirrciatrd. 

and   not   a    few   have   l>ecomc  toully  valueless.         It 
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is  to  be  feared  that  nothing-  can  be  done  with 
the  last  mentioned  category.  The  native  banks 
and  bankers  which  have  remained  solvable  or  at 
least  who  may  be  considered  capable  of  repaying-  a 
part  of  the  notes  issued  by  them,  should  be  given  a 
period  of  five  years  —  to  be  extended  if  actually 
necessary  —  within  which  all  their  bank-notes  must 
be  redeemed. 

A  liquidation  commission  for  these  private  note  issues 
should  then  be  appointed  by  the  Government,  whose 
special  task  would  be  to  supervise  the  liquidation  of 
the  assets  reserved  against  these  private  notes,  and 
their  proportionate  payment  to  the  holders  of  the 
notes.  In  some  cases  the  State,  throug-h  this  liquidation 
committee,  might  take  over  these  assets  and  immediately 
proceed  to  withdraw  and  redeem  the  notes  by  the 
payment  of  the  proportionate  amount  on  each  note 
in  the  same  way  as  was  done  with  the  Government's 
notes.  The  gradual  liquidation  of  these  assets 
would  have  to  be  left  to  the  liquidation  committee, 
but  the  sooner  it  is  completed  the  better  for  the 
public  in  general.  The  Management  of  the  Central 
Bank  will  naturally  have  to  be  represented  on  the 
liquidation  committee.  In  the  way  described  above 
it  will  also  be  possible  to  withdraw  from  circulation 
the  notes  of  private  Chinese  banks  and  bankers  and 
to  secure  the  monopoly  for  the  Central  Hank  within 
a  reasonable  space  of  time. 

In  this  way  the  distribution  of  the  gold  notes  ol 
the  Central  Bank  in  the  larger  centres  can  be  promoted, 
indeed  almost  commanded  by  the  State.  Doing 
this,    the    State   would    not  again  be  guilty  of  issuing 
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another  sort  of  paper  with  a  coitrs  /oret,  for  ihcy  arc 
the  notes  oi  a  Central  Bank,  properly  secured  by 
icr- value,  and  which  besides  are  exchangeable 
>st  ^old  cheques  on  other  places,  directly  through 
the  Central  Bank  itself  for  lar^e  amounts,  and  through 
the  other  banks  for  smaller  .imounls. 

The  Sute  should  at  lirsl  leave  the  distribution  of 
the  notes  in  the  interior  of  the  country  to  the  initiative 
of  private  rirms;  the  State  need  only  promote  the 
circulation  in  those  parts  by  making  the  payment  of 
rates  and  taxes  possible  in  those  notes,  and  if  possible 
by  giving  those  gold  notes  locally  a  more  favourable 
rate  than  silver,  and  hnally  by  itself  Jjaying  in  tliose 
notes  as  soon  as  the  inha))ilants  readily  accept  them, 
rhe  financiers,  railways  and  the  other  carrying  concerns 
|>reviouHly  mentioned  will  then  of  their  own  accord  assist 
in  the  distribution  of  the  gold  notes  in  the  interior. 
The  authorities  in  the  various  districts  will  have  to 
use  their  discretion  a.s  to  what  extent  it  would  be 
wise  for  them  to  employ  more  or  less  forcible  measures 
in  promoting  the  circulation  of  the  bank-notes,  and 
the  ilccinionH  they  may  come  to  on  the  subject  will 
certainly  var)*  for  a  considerable  time  in  different 
parts  of  the  great  expanse  of  China.  Precipitation 
«h4)uld    be   avoided    in    this  as  in  other  things.  In 

the  Dutch  Kast  Indies,  owing  to  special  circumstances, 
it  took  thirty  yeani  )*eforc  the  circulation  medium  on 
a  gold  ba%i«  was  in  regular  use  everywhere,  and  indeed 
even  at  the  present  moment  there  are  some  parts  where 
coins  of  the  yean  1790  to  1840  are  still  used. 
These  districU  however  will  also  soon  l>c  made  uniform 
in   this  respect   with  the  greater  part  of  the  countr)*. 
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If  the  reform  is  executed  with  due  care  and  precaution, 
and  energetically  taken  in  hand  in  those  places  where 
such  intervention  is  necessary  in  order  to  prevent 
abuse  and  to  establish  the  groundwork  for  a  proper 
organization,  and  if,  on  the  other  hand,  great  patience 
is  exercised  with  regard  to  those  districts  which  are 
not  yet  ripe  for  the  innovation,  China  will  in  the 
meantime  have  been  able  to  develop  the  country  by 
means  of  the  construction  of  railways  etc.  and  will 
consequently  gradually  attain  the  degree  of  a  State 
which  can  afford  itself  the  luxury  of  possessing  a  gold 
standard.  Premature  intervention  in  some  parts 
would  on  the  contrary  disturb,  hence  protract,  the 
favourable  course  of  affairs. 

On  the  other  hand,  there  should  be  no  delay  in 
setting  to  work  immediately  wherever  this  is  now 
possible,  and  the  basis  should  be  laid  at  once  on 
which  the  entire  structure  is  to  be  built  later.  If 
this  is  postponed,  valuable  time  will  be  lost,  the  period 
of  confusion  will  be  prolonged  and  valuable  treasures 
would  perhaps  be  lost  which  would  otherwise  have 
been  saved  for  the  great  national  reserve  of  currency 
(see  pp.   175-8)- 

For  this  reason  I  cannot  sufficiently  urge  and  repeat 
that  the  nucleus  of  a  gold  exchange  standard  should 
be  adopted  as  soon  as  possible,  and  the  idea  propagated 
whenever  practicable,  a  thing  which  may  already  be 
done  now  in  many  directions  as,  for  instance,  in  accepting 
at  once  the  new  gold-unit  as  a  basis  for  book-keeping 
and  for  transfers  of  money.  For  the  rest  however  one 
should  proceed  with  great  caution  among  the  population, 
so   as   to   enable  it  to  accommodate  itself  as  a  whole 
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to  the  new  «u(c  oi'  things.         There  are  many  degrees 

Anil    differences    between    the    variuus    partji    of    the 

counir> .  and  they  should  not  Ik!  overlooked,  but  rather 

tn.idc  use  of  to  lxrj»in  with  the  reform  in  some  places 

precisely    with    a    view    to  obtaining  later  on  a  good 

•       '  %    .ii\  1  l>anking  syNlcm  for  the  whole  countr)*  as 

.      I.  jx>   .ii)le.  Hence  also  the  circulation  of  gold 

notes  with  the  various  denominations  expressed  in  the 

new    unit    in    the  manner  indicated  above  should  first 

of    all    !>'•    taken    in    hand    in   tliose  places  that    may 

alrc.»  )nsidcred    ri|>c    for    such    a    circulation. 

He  negotiations  in  the  new  unii  will 

.ow, 

A  simuluncous  issue  of  silver  notes  in  other  parts 

ol    the   country    whenever   this  may  apjxrar  ncccssar>- 

against   a    reserve  in  silver  to  the  full  value  of  those 

notes,    seems    to   me  to  l>c  so  simple  that  I   need  not 

tliscuss  it  further.  It  should  l>e  left  to  the-  Manavfe- 

ment    of   the   Hank   to  dcciile  on   this  ()oint  if  needful, 

as  much  as  possible  in  agreement  with  the  Government. 


CHAPTKk    XIX. 

The  amuuni   to   \s  Inch   an   issue  of  notes 

is    priFllissi  hir    Hlld    th«*    covtT 
nyamsi   ihr   n«>trs. 

Should  the  amount  of  notes  issued  be  limited.' 
Should  a  tax  t>e  levied  on  an  issue  of  notes  above 
a  certain  amount.' 

The  former  i%  for  instance  the  case  in  France,  and 
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the  latter  in  Germany,  and  a  mixed  system  in  Japan. 

To  both  questions  my  answer  is  emphatically  in  the 
negative. 

The  function  of  a  bank  of  issue  is  a  peculiar  one 
and  is  very  different  from  that  of  ordinary  banks. 
Whereas  the  latter  find  their  principal  profit  on  the 
debit  side,  viz.,  in  the  investments  of  their  concern  by 
which  their  debtors  are  helped  to  funds  and  by  which 
means  the  bank  earns  dividends  for  its  shareholders, 
the  centre  of  gravity  in  a  bank  of  issue  lies  on  the 
credit  side,  as  already  its  name  implies ;  for  it  must  pro- 
vide a  circulation  medium  in  a  most  convenient  form 
and  must  see  to  it  that  the  holders  of  its  medium 
of  circulation  may  at  all  times  have  the  fullest  confi- 
dence in  the  soundness  of  its  notes.  The  bank  of 
issue  must  therefore  supply  as  much  of  the  medium 
of  circulation  as  is  required  of  it,  which  issue  is  made 
possible  by  the  accumulation  of  a  proper  counter- value. 

Suppose  the  bank  of  issue  possessed  against  its 
note  issue  no  assets  in  the  form  of  loans  and  discounts 
but  only  in  the  form  of  precious  metal  or  of  commodities 
of  equal  value,  thus  lending  no  money  whatever  and 
making  no  profit  whatever,  it  would  still  be  considered 
to  have  fulfilled  its  first  duty,  for  it  would  have 
provided  a  convenient  and  trustworthy  medium  ol 
circulation  to  those  who  required  it. 

This  is  why  the  limitation  to  a  certain  maximum 
of  the  issue  of  notes,  as  is  done  in  France,  is  so 
illogical.  As  it  is  now,  if  twice  as  much  metal 
were  deposited  with  the  Bank  of  France  as  its  present 
enormous  stock,  it  could  only  increase  its  note  issue 
by  a  comparatively  small  amount  because  it  is  limited 
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to  a  maximum  by  Uw.  The  obvious  consequence  of 
this  illogical  measure  is  that  in  the  course  of  time  the 
maximum  has  hatl  repeatedly  to  l>c  raised  by  law  simply 
because  the  circulation  in  France  re<|uircd  more  notes. 

Leading  experts  have  therefore  frequently  urged 
that  this  unreasonable  restriction  should  be  abolished, 
because  it  simply  arose  from  a  fear  of  the  recurrence 
of  former  calamities  owing  to  an  excessive  issue  of 
^ductary  paper.  Those  catastrophes  were  however 
due  to  insutTicient  cover  against  the  note  issue,  and 
if  a  proper  and  reasonable  reserve  is  kept  there  need 
be  no  such  anxiety.  It  also  happens  that  the  reserve 
kept  by  the  Bank  of  France  is  the  largest  in  com()arison 
with  the  other  banks,  and  in  general  it  possesses  the 
largest  stock  of  precious  metal. 

The  cover  or  reserve  is  therefore  the  principal 
point,  and  such  reserve  must  for  the  greater  part 
consist  of  precious  metal  or  of  whatever  one  may,  in 
special  cases,  consider  its  ctjuivalent.  The  application 
of  this  sound  principle  should  however  not  be  exaggera- 
ted, as  even  the  best  bank  of  issue  need  not  keep  the 
entire  counter-value  of  its  note  issue  in  bullion  or 
similar  security.  For  the  bank  of  issue  has  still  a 
second  duty,  viz.,  to  use  the  money  entrusted  to  it  in 
the  public  interest  in  other  ways  than  merely  as  cover 
for  its  l>anknotes. 

On  determining  the  amount  of  cover  to  be  kept 
against  its  note  issue,  the  main  {>oint  is  to  aim  at  a 
lair  division  of  these  two  duties  of  the  Bank  of  Issue 
with  a  view  to  the  circumstances  prevailing  in  the 
country  at  the  time,  and  the  possibility  of  fmding  safe 
cmploy.nent  for  the  Bank's  funds. 
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I  have  proposed  that  the  Central  Bank  of  China 
should  at  first  consider  the  fulfilment  of  the  first  duty 
as  its  principal  function,  although  the  latter  should 
not  eventually  be  lost  sight  of. 

Now  the  danger  of  a  too  large  issue  of  notes  by 
the  Bank  of  Issue  over  and  above  the  amount  covered 
by  precious  metal  or  other  gold  values  does  not  lie  on 
the  credit  side  but  on  the  debit  side.  For  if  the 
Bank  grants  credit  in  various  forms  it  will,  by  supplying 
the  funds  for  such  credit,  (by  loans  and  discounts)  also 
make  use  of  its  own  bank-notes.  It  can  therefore 
enlarge  its  note  issue  by  being  very  liberal  in  granting 
credit.  If  the  Bank  went  too  far  in  this,  a  very 
precarious  state  of  things  would  ensue,  and  this  is 
the  reason  why  practically  everywhere  legal  regulations 
have  been  imposed  to  keep  the  business  of  the  Bank 
within  certain  limits. 

One  of  the  best  regulations  on  this  principle  is  the 
obligation  for  the  Bank  to  keep  constandy  on  hand 
a  certain  amount  of  precious  metal  in  proportion  to 
its  debt  payable  on  demand.  On  this  subject  the 
banks  of  issue  show  a  great  variety  of  regulations. 
It  would  lead  me  too  far  to  quote  them  all,  and  they 
are  moreover  to  be  found  in  many  books.  I  only 
wish  to  point  out  the  remarkable  fact  that  it  is  precisely 
the  Bank  of  France,  which  as  we  have  seen  is  limited 
to  a  maximum  note  issue,  that  has  no  regulation 
concerning  a  minimum  cover  against  its  note  issue, 
whereas  it  has  gained  its  high  reputation  by  keeping 
proportionately  far  and  away  the  largest  metal  stock 
of  all  banks  of  issue.  This  proves  once  more  that 

a  bank  is  ultimately  not  governed  by  strict  regulations 


r.  r.    (hAt   iu   solidity   and   succe^iii   depend  in  the  first 

(lUce  on   the   ability  and  good  iaith  of  its  managers. 

An  r^ulatton    whicli    is    generally    imposed  is 

the   ,  a  ol  giving*   blank  credit;  ever)-  5nancial 

transaction   of  the    Bank    with   its  customers  must  be 

..    reil    by    more  than  the  security  of  the  customer's 

;j  iiure  only.         Kx(  eptioiis  ti>  tins  rule  are  consUntl) 

beinf^    made    in    the    case    of   certain    fixed    sums    in 

respect     to    moneys    advanced    to    the    State,     either 

permanently  or  |)erio<lically.  ah  required  by  the  State. 

when  amounts  within  these  certain  limits  arc  granted 

•  lie  on  its  mero  signature.         I  have  already 

I  in  dcuil  that  one  must  be  very  careful  not 

to   allow   the  credit  to  the  Sute  to  assume  too  large 

:  :\s. 

^  iirity  over  and  above  the  customer's  signature 

on  discounting  paper  in  the  form  of  a  bill  or  promis- 

^  •.    some    banks    are    satisfied    with  a  scconl 

^  and    no    more,    whereas    others  demand  at 

least  three  signatures  on  ever)' document.         Of  course 

il   is  assum'Ttl    that   each    signature,    at    Irast  pro  rau 

parte,  is  good  for  the  credit  thus  granted.         In    the 

case  of  loans  granted  against  securities  or  merchandise 

»   '    '  "  either  for  pu!)licatiun  or  for  the 

It   anti  other  rcprrseiilativrs  of 

the    Han  guide  as  to  what  kind  ol 

'-  1 1)    t»c  accepted  as  ple<lges  for 

•  ug  and    receipt*    lor    goods    of 

bonded  and  other  stores  of  goo<l  repute  may.  if  desired. 

rrf»lace  th  Is.         (Sec  Chapter  X  above). 

Now  tl  ^'emcnt  of  a  l>ank  of  issue  can  iran.s 

in     both    of    these    directions,    either    through 
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negligence  or  by  being  too  easygoing  in  doing 
business,  owing  to  a  desire  to  grant  credit  readily. 
Although  I  repeat  that  the  greatest  guarantee  of  the 
sound  administration  of  a  bank  lies  in  the  ability  and 
good  faith  of  its  managers,  it  would  nevertheless  be 
wise  to  place  some  restrictions  upon  the  Management 
and  to  submit  it  to  supervision,  as  even  the  best  of 
Managements  requires  the  supervision  and  advice  of 
others.  Hence  the  desirability  of  having  a  Board 
of  Censors,  a  Board  of  Directors,  and  a  Government 
Commissioner,  who  can  each  in  their  own  way  control 
and  advise  the  Management  of  the  Bank. 

If  over  and  above  all  these  guarantees  a  further 
means  is  desired  to  prevent  excessive  issue  of  notes 
by  the  Bank,  one  must  not  limit  the  total  amount  of 
bank-notes  to  be  issued,  nor  should  the  issue  of 
notes  above  a  certain  amount  be  encumbered  with  a 
tax,  for  in  both  cases  an  entirely  legitimate  extension 
of  the  note  circulation  might  be  prevented,  and  the 
main  object  thus  lost  sight  of.  One  should  not 
pay  attention  to  the  credit  side,  but  to  the  other  side, 
where  the  evil  of  excessive  credit  may  lurk.  Hence 
it  is  better  to  moderate  the  desire  to  grant  credit 
largely,  and  to  follow  the  Italian  system  to  a  certain 
extent. 

In  Italy  each  of  the  three  Banks  of  Issue  (The 
Bank  of  Italy,  the  Bank  of  Naples  and  the  Bank  of 
Sicily)  is  allowed  to  issue  bank-notes  up  to  a  certain 
maximum  amount  without  restriction  provided  a  reserve 
in  metal  of  at  least  40  %  is  kept  on  hand.  Should 
this  maximum  be  exceeded,  a  tax  of  one-third  oi  the 
current  rate  of  discount  must  be  paid  on  the  amount 
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of  luch  excess  up  to  a  fresh  maximum.  If  this 
second  maximum  is  also  excecdetl  the  ux  is  increased  to 
".of  the  rate  of  discount,  and  if  this  third 
1  is  ajjain  exceeded  three-thirds  of  the  rate  of 
discount  must  be  paid,  and  finally  if  this  last  maximum 
in  rxcecdeii  then  the  excess  must  be  covered  fully, 
hrnce  by  looo/o.  "f  precious  metal,  and  moreover 
every  issue  of  notes  not  covered  by  metallic  reser\'e 
is  subject  to  a  |>enalty  of  7*/j*^/o. 

This  Italian  system  is  to  a  certain  decree  based 
on  a  sound  principle  but  its  effect  can  not  always  be 
ronsitlered  equally  happy.  I*'or  Italy  obviously  still 
retains  the  limitation  to  a  maximum  amount  also 
and  attaches  this  kind  of  {)cnalty  on  the  credit  side 
to  the  note  issue,  which  is  equally  illt)>^ical.  In 
the  first  place  because  of  the  reasons  briefly  stated 
above,  but  also  on  other  {^rounds.  The  debts 
p.iv.ible  on  demand  of  a  bank  of  issue  not  only 
I  rludc  the  l>ank-noles,  but  also  the  cre<lii  balances 
of  Its  depositors.  What  dimensions  such  credit 
ran  take  and  what  a  r^lc  it  can  play  as  an  auxiliar)' 
medium  of  circulation,  is  shown,  inter  alia,  by  the 
German  Sute  Hank.  There  the  turnover  of  transfers 

t%  so  lar^e  that  these  credit  balances,  although  it  be 
in  another  form,  to  a  considerable  extent  play  the 
%ame   r6\e  as    bank-notes.  The   same  can  mutatis 

'  )>e  said  of  the  credit  lialanccs  at  the  Bank 
I  id.  on  which  cheques  are  drawn,  somewhat 
different  in  form  but  which  are  essentially  the  same. 
It  is  obviously  illo;;ical  to  restrict  the  issue  of  one 
form  of  mcditim  of  cirotdation  (i.e.,  bank-notes)  to  a 
certain  maximum  and  to  allow  it  in  another  form,  by 
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which  means  practically  the  same  effect  is  obtained, 
to  an  unlimited  extent.  It  is  not  possible  however 
to  restrict  the  credit  balances  within  a  certain  maximum, 
for  the  public  cannot  be  prohibited  from  placing-  their 
confidence  in  the  Bank  by  depositing  their  credits 
with  it.  The  result  of  this  freedom  from  restriction 
is  that  the  German  State  Bank  for  instance  promotes 
the  keeping  of  transfer  accounts  (Giroguthaben)  as 
it  has  practically  unlimited  liberty  in  this  respect  and 
need  not  even  keep  a  metallic  cover  against  such 
credits.  The  note  issue  of  the  German  State  Bank 
on  December  23,  19 13  amounted  to  2.042.309.000 
Reichsmarks  and  the  demand  liabilities,  being  mostl)- 
credit  balances  in  transfer  accounts  (Giroguthabcn) 
to  743.194.000  Reichsmarks. 

With  regard  to  this  point  the  system  of  the  Bank 
of  the  Netherlands  and  of  the  Bank  of  Java  is 
undoubtedly  more  logical  as  according  to  it  all  demand 
liabilities  of  the  Bank,  hence  all  bank-notes,  credit 
balances  in  account  current  and  all  current  assignations 
must  all  equally  be  covered  by  at  least  40  O/q  of  bullion. 
The  Statutes  of  the  new  Central  Bank  in  Switzerland 
require  a  metallic  cover  of  at  least  40%  for  the 
bank-notes,  and  other  short  time  liabilities  covered 
for  the  full  equivalent  in  Swiss  discount  bills,  in  drafts 
on  foreign  countries,  in  lawful  money,  foreign  gold 
coins  or  gold  bars  (Artt.   20-1). 

On  the  other  hand  the  Italian  system  is  very  logical, 
in  so  far  as  the  profit  of  the  Bank  is  partly,  and  at  last 
entirely,  lost,  and  is  paid  to  the  State  if  the  issue  of 
notes  in  consequence  of  large  transactions  should  exceed 
a  figure  assumed  as  normal. 
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A  ftimibr  system  couUl  be  dcsit^ncil  for  China,  but 
then  in  a  still  more  lo)^cal  form  than  the  lulian 
arranj;cmcnl.  U  would  in  the  case  of  China  have 
tt»  )>c  found  on  the  debit  and  not  on  the  credit 
side.  The  issue  of  notes  should  not  be  prevented 
if  only  they  are  well  covered,  but  the  0|>er.itions  viz., 
j^ranlin)^    too  much  crrdit,  should  be  limii'-d.  This 

restriction  can  be  imjjoscd  in  two  forn! 

(a)  in  the  form  of  a  tax  on  discoimts  .um  kmus 
cxcertltn*:  .1  M){urc  adopted  as  the  normal,  and 

iS)  MX  to  be  levied  as  soon  and  as  lonj;  aui 

the  in  Ml  slock,  or  its  equivalent  securities,  in  pro- 
portion to  the  entire  dcmaiui  liabitities  of  the  H.ink. 
has  (alien  below  a  certain  percentage. 

To   the   system  defined  suS  (a)  of  taxiu.;   mc  crruii 

;;nintcd  alx>ve  a  certain  amount,  there  still  clinjjs  the 

disadvantage  that  such  a  regulation,  usually  determined 

l)y  law.  omits  to  take  into  account  the  frequently  rapid 

development  of  trade,  so  that  an  amount  of  crcilit  which 

would  to^y  appear  excessive,  would  no  longer  be  con- 

»idcrc<i  abnormal  a  few  years  hence,  and  it  always  takes 

a  great  deal  of  time  and  trouble  to  get  the  law  changed. 

It  would   therefore   be   wise,  in  the  case  of  China,  to 

•:    jlalc   that   the    Bank    an^l  the  Government  should 

.       r  to  determine  afresh  every  year  what  amount  of 

crctlit  lo  be  granted  by  the  Hank  will  not  \)C  considered 

'       -nal.         Tntlcr  the  term  credit  is  to  be  under> 

total  discounts  and  loans  in  China,    and  the 

total  ol  current  bills  purchased  in  China  but  )ja>'able 

^-    :'     >nly  with  the  exception  of  the  undermentioned 

This  t\*jc%  not  include  therefore  any  credit 

balances   in    the    hands    of  corrcs(K>ndenls    abroad    or 
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funds  which  are  temporarily  abroad  by  way  of  invest- 
ment of  the  gold  reserve,  and  the  foreign  bills  which 
are  purchased  exclusively  for  the  maintenance  of 
the  foreign  bill  portfolio  as  gold  reserve,  for  these 
investments  are  not  on  account  of  credits  granted  by 
the  Bank  for  the  purpose  of  lending  money  to  others. 
If  however  the  Government  and  the  Bank  cannot  at 
any  time  agree  as  to  the  amount  of  the  normal  figure 
to  be  adopted  for  any  one  year,  a  board  of  three 
arbitrators  shall  be  appointed,  one  to  be  nominated 
by  each  of  the  parties  concerned  and  the  third  by  the 
two  already  appointed,  or  if  they  cannot  agree,  by 
the  highest  judicial  court  in  the  country.  This 
Board  of  Arbitrators  shall,  after  having  heard  both 
parties,  determine  the  maximum  for  the  ensuing  year. 
Should  this  figure  be  exceeded  in  the  course  of  the 
year,  one-third  of  the  rate  of  discount  on  the  first 
iqO/o  of  the  excess  over  and  above  the  normal  amount 
will  be  forfeited  to  the  State,  two-thirds  of  the  second 
loO/o  and  three-thirds  or  the  whole  of  whatever  may 
exceed  20%  over  the  amount  fixed  as  normal,  and 
the  tax  is  to  be  levied  on  the  number  of  days  on 
which  these  excesses  took  place.  In  this  way  there 
will  be  no  profit  whatever  for  the  Bank  in  extending 
its  operations  to  a  figure  more  than  20%  above  the 
amount  adopted  as  the  normal  for  the  year,  and  any 
desire  to  extend  credit  for  the  sake  of  profit  is  in  this 
way  totally  repressed.  On  the  other  hand  however, 
the  Bank  must,  in  case  of  need  and  in  the  public 
interest  be  able  to  extend  its  credit,  even  if  it  forfeits 
thereby  to  the  State  any  profit  made  thereon. 

The  system  sub  {b)  of  fixing  a  minimum  amount  ol 
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metallic  stock  in  proportion  to  the  toul  debts  {layable 
on  demand,  is  also  a  sound  principle.  This  arrange- 
ment works  automatically  with  excellent  results  in 
various  countries.  As.  however,  it  is  practically  certain 
that  it  will  at  first  be  impossible  for  China  to  keep  a 
Urv;e  metal  stock  in  the  countn*.  the  forcij^n  gold 
reserve,  which  must  naturally  be  kei»i  vrrv  liuuiil, 
must  be  considered  its  equivalent. 

I  have  already  stated  (hat  it  is  to  be  considered  an 
nothing;  more  than  a  careful  policy,  that  during  the  first 
few  years  at  least  this  cover  in  gold  value  (metal  stock 
and  gold  reserve)  shouhl  l)e  kept  at  a  comparatively 
high  (>crcentage.  and  that  this  {>ercenlagc  should  only 
be  gradually  reduced  as  the  bank-notes  of  the  Central 
Ilank  in  China  shall  have  j^ained  more  confidence  and 
that  there  will  thus  be  less  risk  of  the  sudden  present- 
ation of  large  amounts  for  redemption.  1  would, 
however,  suggest  that  even  after  the  first  few  years  a 
rescr\'c  o(  fx)  o  o  should  l>c  adopted  as  normal  and 
50<^/o*as  minimum,  until  after  a  considerable  length 
of  time  a  normal  reserve  of  50O/0  and  a  minimum  of 
40  %  W""Id  no  longer  l>c  considered  impnidcnL 
A  tiseful  pressure  might  also  in  this  respect  be  exerted 
■'I  of  the  liank  by  stipulating  that 
•I  :ve    had  fallen  below  00%,  one 

half  per  cent  interest  on  all  the  operations  of  the  liank 
should  \*r.  forfeited  to  the  Slate  for  ever)'  |>er  cent 
brlow  that  figure,  to  l>e  calculated  on  the  numl>er  of 
days  on  which  this  unfavourable  pro|)ortion  of  the 
reserve  took  place.  I  rcjjeat  that  under  this  term 
.operation*"  ii  not  of  course  to  l>e  understood  all 
the  investments  for  the  purpose  of  maintaining  a  gold 
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reserve  abroad  on  the  same  grounds  as  explained  siib 
{a)\  for  these  investments  are  themselves  a  part  of 
the  gold  cover. 

Seeing  that  the  Central  Bank,  like  so  many  other 
banks  of  issue,  will  have  to  make  a  provisional  Balance- 
Sheet  every  day,  as  up  to  date  as  possible  and  as  far 
as  the  remoteness  of  the  branch  offices  in  China  and  the 
means  of  conveyance  to  and  from  these  offices  shall 
permit,  the  corroboration  of  this  fact  need  not  cost 
any  special  effort,  and  the  Government  Commissioner 
could   if   necessary   check  these  daily  Balance-Sheets. 

If  the  above-mentioned  figures  of  60  %  and  50  % 
are  eventually  reduced  to  50  %  and  40  o/q,  the  tax  or 
penalty  will  naturally  only  be  forfeited  when  the  amount 
of  cover  falls  below  50  o/q. 

In  order  not  to  make  this  arrangement  too  onerous 
for  the  Bank  so  that  the  measure  would  thus  overreach 
its  object,  some  kind  of  connection  must  be  made 
between  these  two  taxes,  to  prevent  their  being  incurred 
simultaneously.  Should  both  cases  occur  together, 
the  one  on  which  the  heaviest  fine  can  be  levied 
must  be  taxed,  and  the  tax  on  the  other  should  be 
rendered  inoperative  for  the  time  being. 

It  may  however  also  happen  that  the  Bank  has  granted 
such  a  large  amount  of  credit  or  allowed  such  a  decrease 
of  its  gold  reserve,  not  from  a  desire  of  gain  or  unfounded 
optimism,  but  through  the  Bank's  doing  so  for  the  time 
being  in  the  real  interest  of  the  country  or  of  the  com- 
munity, as  for  instance  in  time  of  famine,  crisis  or  other 
calamity,  war  etc.,  when  special  demands  can  be  made 
upon  the  Bank,  and  when  it  should  also  be  prepared  to 
render  extraordinary  assistance.       There  must  therelore 
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be  a  possibility  of  suspending  the  operation  of  these 
Imxes  by  mutual  arrun^^emcnt  between  the  liank  and 
ihc  Govcrnmcnl.  and  of  the  IJank  being  given  full 
liberty  to  exceed  the  above-defined  limits  at  its 
discretion,  if  special  circumstances  should  render  this 
ilesirablc. 

It  is  obvious  that  this  licence  must  be  used  with 
the  f^reatcst  caution  and  should  not  Ije  permitted 
i>efore  the  liank  has  asked  and  obtained  the  approval 
of  its  Oircclur;.,  and  the  (jovernmcni  the  favourable 
advice  of  its  Commissioner. 

One  ol  the  most  effective  means  of  exercising 
control  upon  a  l>ank  of  issue  is  the  obligation  that 
it  should  publish  ever)-  week  a  short  but  clear  statement 
of  its  a&sets  and  liabilities.  This  statement  is  naturally 
of  a  more  or  less  provisional  character  as  several 
weeks  would  be  required  for  the  pre|>aration  of  an 
al»Nolulely  exact  balance-sheet.  I  lence  an  approximate 
statement,  which  should  l>e  as  correct  as  |>ossible, 
must  be  published  every  week,  and  a  more  detailed 
lolance-sheet    every   six    months.  The    latter    will 

naturally  only  appear  a  few  weeks  after  the  end  of 
the  six  months.  These  statements  and  balance- 
shccu  must  l»c  published  by  the  Government  in  an 
offkiaJ  gaiette.  while  a  copy  of  such  sUtements  or 
babnce-sheets  should  l»c  ol)t:iinable  at  the  ufTicea  of 
the   lUnk  on  |Myment  of  a  small  sum. 

If  the  Bank  of  China  adopted  the  various  principles 
dcrfined  in  these  paj^es  uith  rejjard  to  the  reserve 
against  its  note  jniM*-  and  other  current  liabilities, 
(which     principle  embodied     in     the     statutes 
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forming-  Appendix  B  at  the  end  of  this  volume)  it 
will,  provided  it  has  exercised  a  prudent  and  able 
management  and,  therefore,  a  wise  application  of  these 
rules,  be  among  the  best-organized  banks  of  issue  in 
the  world,  and  its  notes  will  then  justly  merit  general 
confidence. 


PART    Vi. 


CHAPTER  XX. 
The  distribution  of  profits. 

In  Chapter  V  I  have  briefly  discussed  the  desirability 
of  not  having-  too  large  a  capital  for  the  Central 
Bank,  and  in  that  connection  touched  upon  the  prin- 
ciple of  the  distribution  of  profits. 

From  the  monopoly  of  issuing  bank-notes  granted 
to  the  Bank  of  Issue,  the  latter  naturally  derives  certain 
advantages.  This  monopoly  is  given  to  the  Bank  by 
the  community,  and  it  is  therefore  only  fair  that  the 
Bank  of  Issue  should,  in  return,  yield  to  the  community 
a  portion  of  those  profits,  if  they  should  be  at  all  large. 
When  determining  the  amount  of  such  portion  one 
should  beware  of  exaggeration  on  either  side.  1 1  is  true 
that  the  Bank  of  Issue  obtains  from  the  community  a 
large  capital  with  which  to  work  and  is  in  this  respect 
privileged  above  the  private  banking  concerns.  Its 
business  however  imposes  peculiar  duties  upon  the 
Bank  and  also  lays  special  obligations  upon  it. 
The  custody  of  a  stock  of  bullion  or  its  equivalent 
gold  reserve,  the  laborious  service  of  the  notes,  force 
the  Bank  to  erect  large  buildings  for  its  offices  and 
vaults    and   to    keep   a   large    staff  who  are  employed 
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in  the.  in  itself  unproductive,  labour  of  manipulating 
metal  and  notes.  Whereas  other  banks  tr)  lo  keep 
a*  little  ready  ca^ih  an  pOHsible.  the  Bank  of  Issue 
must  keep  a  large  proportion  of  its  funds  on  hand, 
even  if  it  works  with  a  foreign  jjoUi  reserve.  And 
moreover,  the  operating  capital  of  the  Bank  of  Issue 
can  consequently  o.dy  be  a  certaiit  |)erccntagc  of  its 
note  issue  aitd  tleposits. 

Again,  the  liank  has  the  cmhamissing  duties  of 
cashier  or  collector  for  the  Ciovernmcni,  and  is  also  the 
central  institution  for  transfers  to  other  places. 
besides  being  obliged  »"  -  -» ^*'lish  aj^encics  throughout 
the  country  as   far   .  'c.  even  in  those  places 

where  an  aj^ency  will  )icld  no— or  only  a  small — profit, 
in  order  to  promote  ih'*  >»^fr<»«'i"  fi-"^  ■>»"  •  ^ri„u\  nirrmrv 
in  the  whole  countr> 

As    a    matter   of  fact  liic   li.tnk  oi   U^uc  sliould  not 

run    t^     "^'-V    whatever  with  the  operations  against  iLs 

not'  nee  the  reason  why  one  should  attem|>t  to 

(his   risk    as   much  ;is  (x>ssible  by  im|>OHing 

regulations     regarding     swh     .w.*t  iri..iix     .is 

described  in  the  preceding  chapter 

N  -  toavotii  risk  aUo)4cliicr. 

Eve -. .^    concern    runs   a   ccruin 

afiKNint  oC  risk,  and  for  this  reason  it  is  most  advisable 
'    should  create  a  strong  reserve 

:. fit     lovrr     wifli     if      inv      li»«i«»rs.     if 

may  suftr 

I'  re     it     I*    III    lac    opinion    of    tiie    pubiic 

e«se;  '  :    the   standing   of  a   lank  that  its  shares 

should  have  a  high  quoution  on  the  market;  a  rate 
above    par.   if  f>o«sible  considerably  above  par.  of  its 
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shares,  is  almost  indispensable  to  the  good  reputation 
of  a  bank.  A  quotation  of  its  shares  below  par 
would  as  it  were  prove  that  the  bank  is  no  longer 
sound,  and  that  its  capital  is  no  longer  intact. 
And  although  the  capital  of  a  bank  of  issue  is  not 
of  the  same  importance  as  the  capital  of  an  ordinar) 
bank,  public  opinion  in  this  respect  however  demands 
the  same  criteria.  A  quotation  of  the  shares  below 
par  would  be  a  bad  sign,  and  this  popular  idea  should 
be  taken  into  account. 

In  order  to  keep  the  quotation  of  the  shares  above 
par  however  the  dividend  should  be  proportionate!}- 
high.  One  should  therefore  not  begin  by  grudging 
the  Bank  of  China  its  fair  dividend.  Seeing  that 
for  the  first  few  years  at  least  the  business  of  the 
Bank  will  be  exposed  to  greater  risk,  in  spite  of  all 
precautions,  than  that  of  most  other  banks  of  issue, 
it  should  be  given  so  much  the  more  favourable 
opportunity  to  accumulate  a  reasonable  reserve  fund 
within  a  comparatively  short  space  of  time,  should 
occasion  offer. 

The  Managers,  Directors,  Agents  and  other  officials 
of  the  Bank  should  also  be  given  a  fair  share  of  the 
profit,  for  they  are  all  pioneers  of  civilization,  all 
co-operate  in  a  great  work  of  public  interest,  and 
their  duties  and  responsibilities  will  not  infrequent!) 
be  most  onerous,  and  this  should  be  recognized  by 
allowing  them  a  good  share  in  any  profit  eventuall)' 
made.  Later  on,  when  everything  is  well  regulated 
and  the  business  runs  smoothly,  the  community  may 
claim  a  greater  part  of  the  profit,  although  excessivt- 
demands    in    this    respect    will    always    recoil    upon 
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ihcmsclvcs.  The  community  should  therefore  at 
first  ))C  modest  in  its  demands  for  a  share  of  the 
profits. 

In  view  of  these  considerations  I  would  suggest 
that  the  Central  Hank  of  China  should  adopt  the 
followinj;  programme  for  the  distribution  of  its  profits  :- 

As  far  as  possible  the  shareholders  should  first 
receive  6%  dividend. 

Of  the  remainder,  25  %  should  be  put  aside  to  form  a 
reserve  fund,  until  such  fund  has  reached  the  amount 
of  the  capital,  after  which  only   10%  need  he  put  aside. 

The   remaining    75^/0  arc  then  divided  as  follows :- 

25  0/0  to  the  Management,  Directors  (including  the 
Censors)  Agents  and  further  staff  of  the  Hank,  as  far 
as  they  are  to  receive  such  share  of  the  profits 
according  to  the  decision  of  the  Management  in  agree- 
ment with  the   Directors. 

The  distribution  should  be  made  on  a  certain  basis 
to  be  fixed  every  year  by  the  Management  with  the 
approval  of  the  Directors,  and  this  programme  should 
be  rcvi.sed  every  three  years  in  onlrr  t.»  .isccrtain 
whether  amen  Iments  are  rccjuired. 
to  the  Sute. 
y  to  the  Shareholders. 

As  soon  as  the  Reserve  I'lmd  has  attained  the 
same  amount  as  that  of  the  capital,  and  as  long  as 
it  remains  so,  the  surplus  of  15%  shall  be  distributed 
by  giving  the  Sute  a  further  10%  and  the  Shareholders 
a  further  5  o/q. 

If  the  amount  of  the  capiul  is  increased,  then  25% 
shall  o.ice  more  l)e  added  to  the  reserve  until  it  has 
again    reached    the     sum     of    the    increased    capital. 


227 

By   thus   adding   to   the   reserve,   the   capital    can  be 
increased  almost  imperceptibly. 

I  have  already  briefly  explained  in  Chapter  V  that 
in  spite  of  the  peculiar  circumstances  connected  with 
the  work  of  the  Bank  of  China  and  the  special  demands 
that  will  be  made  upon  it,  one  can  expect  that  it  will 
nevertheless  be  able  to  make  a  reasonable  profit  on 
its  share  capital. 


CONCLUSION. 

In  the  forc^oin^  I'^J?^**  ^  have,  in  sequence  to  •On 
Chinese  Currency  1",  indicaied  the  broad  Uncs  upon 
which  a  reform  of  the  currency  and  liankin^  system 
in  China  should  be  un>lertakcn. 

The  conJiiion  of  ihinyjs  in  China  is  unfortunately 
not  yet  settled.  So  many  different  views  prevail 
on  the  main  points  of  j;ovcrnmcnt  that  it  is  difficult 
to  come  to  an  ajjreemcnt  on  imjwrtant  matters,  and 
this  is  still  more  difficult  in  China  l)ecause  of  outside 
influence  which  is  felt  in  various  directions. 

Thfrc  is  however  one  j>oint  upon  which  evciy  one 
can  agree  and  which  would  l>c  an  im{>ortant  step 
towards  the  economic  development  of  China,  and  this 
is  the  organization  of  the  currency  and  tanking  system. 

If  care  is  only  taken  that  the  foundation  of  a  Central 
IVank  is  so  arran;;cd  that  it  will  l>e  indcpcn<lcnt  of 
cver)'bo<ly,  an  i  that  it  may  then  act  in  an  absolutely 
impartial  manner  towards  every  one.  the  Central  Bank 
can  be  called  into  existence  under  any  Ciovcrnment 
Of  any  (>olitical  parly. 

In  the  preceding;  chapters  1  have  explained  how  a 
completely  independent  and  neutral  Hank  of  Issue 
could  l*c  formed.  The  decisive  step  towards  its 
cremtion  can  be  taken  at  any  moment,  and  whoever 
does  so  will  deserve  the  gratitude  of  the  present  and 
future  Kerierations  ;iol  only  in  China  itsrif,  but  also 
abroad. 
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However  much  China  may  be  divided  internally, 
or  whatever  outside  influence  may  be  brought  to 
bear  upon  her,  the  Bank  of  Issue  will  stand  above 
all  the  differences  like  a  beacon  which  every  one 
can  trust  and  which  will  always  serve  as  a  safe  guide 
on  the  way  ultimately  leading  to  uniformity  in 
currency  and  banking  affairs,  and  upon  which  a 
firm  foundation  for  a  commercially  sound  China  may 
be  laid. 

A  currency  and  banking  reform  cannot  be  immediately 
established  throughout  the  whole  extent  of  the  country. 
Nor  is  this  even  necessary.  There  are  sufficient 
examples  in  the  history  of  nations  of  the  success  of 
a  reform  which  was  introduced  district  by  district. 
In  the  case  of  China  it  is  even  better  that  the  reform 
should  be  brought  about  in  several  stages. 

One  should  therefore  no  longer  hesitate  to  take 
the  first  step  in  the  right  direction.  The  future 
gold  unit  upon  which  a  new  currency  system  will  be 
founded  should  be  immediately  proclaimed,  and  an 
independent  Central  Bank,  organized  on  sound  princi- 
ples, should  at  once  be  formed  and  should  proceed 
to  work  on  the  basis  of  that  gold  unit. 

That  such  a  resolution,  to  the  lasting  benefit  of 
the  great  Chinese  nation,  may  soon  be  taken  is  my 
fervent  hope  and  desire. 


Appendix  A. 


Two  communications  from  Kirin  relating  to  the  abuse 
of  the  issue  of  notes  by  so-called  Provincial  Banks: — 

I. 

KIRIN   CURRENCY. 

The  Chief  of  the  Finance  Department  of  Kirin  has 
come  to  Peking-  to  submit  a  plan  of  reform  for  the 
currency  of  the  Province.  In  his  petition  he  says 
that  the  deterioration  of  the  currency  of  Kirin  is  due 
to  the  superfluity  of  Government  notes,  which  have  lost 
their  credit.  Consequently  the  price  of  silver  has 
risen  to  an  abnormal  height  and  the  Russian  and  Japan- 
ese notes  have  flooded  the  market.  He  requests 
that  the  Central  Government  should  issue  $  17.000.000 
exchange  notes  to  replace  the  Government  Bank  notes, 
and  that  a  reserve  of  $8,800,000  should  be  raised  by 
the  said  province.  After  all  the  Government  Bank 
notes  are  recalled,  wholesale  reforms  may  be  introduced 

with  effect. 

(Peking  Daily  News,  11   March,  19 13). 

II. 

KIRIN  PROVINCIAL  NOTES. 

Notable   Representation    by    Chinese    Guild. 
Re-organisation  of  Currency  System. 
The  following  is  the  gist  of  a  representation  submitted 
to    Gov.    Chen,    at    Kirin,    by    the    Chinese  Guild  at 
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FuchiaUcn  (Chinc:^  <^)uaiicr  of  Harbin)  concerning 
ihe  cviU  of  ihc  issue  of  Kirin  Provincial  notes  bcyonti 
ihc  proper  bounds  :- 

"The  Yunghcng  Provincial  Bank  or  the  Kirin  Pro- 
vincial Bank  and  the  Kuan^^hsin  Provincial  i^ank  or 
the  Hcilun^kiang  Provincial  Bank  make  nothinj;^  of 
abusing  the  privilcjjcs  invcstcil  in  them.  Neither 
ii  satisfied  any  lon};er  with  the  profit  realized  from 
financing  the  government  and  commercial  and  industrial 
enterprises.  Kach  will  snatch  ever)-  opportunity 
for  }^ins  by  cornerin>j  the  money  and  cereal  markets. 
The  Heilun^kiang  Provincial  Bank  has  speculated 
recklessly  in  the  cereal  m.irket  and  lost  heavily. 
In  order  to  cover  up  the  losses,  the  Bank  has  issued 
hundreds  of  thousands  of  tiaos  of  Provincial  notes. 
The  rloodinv;  of  the  mon'ry  market  with  these  notes 
without  adequate  specie  reserve  has  a^^f^vatcd  the 
cviU. 

"The  amounts  of  the  Provincial  notes  i.ssued  are 
Ur  in  excess  of  the  limits  hxcd.  The  Kirin  notes  have 
l>een  issued  to  the  extent  of  15.000.cxx>  tiaos  and  the 
ileilun>;kian);  notes  of  7.000.000  tiaos.  This  fact  is 

the  primary  cause  of  the  recent  decline  of  these  paper 
currencies.  Both  Banks  are  held  responsible  for 
the  tlisturlance  of  the  economical  equilil>rium  which 
has  ensued  from  the  depreciation  of  these  notes. 
The  Meilund^kianj^  Bank  apparently  feels  no  com 
puoction  at  all  for  its  misdeeds,  and  has  not  relaxed 
its  activity  in  buying;  up  Ru.ssian  roubles,  so  causing 
the  )>a{>er  notes  to  slump  further  in  value.  The 
burning:  n«e<l  of  the  prc!»ent  lies  in  the  effectual 
suspension  of  the  issue  of  new  notes. 
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"This  Guild  has  been  wide  awake  from  the  outset 
to  the  evil  effects  of  the  active  operations  of  the 
Heilungkiang  Bank  on  the  cereal  market.  Early 
in  1910  we  recommended  to  Viceroy  Hsu-shihchang, 
of  Manchuria,  and  Gov.  Chou,  of  Heilungkiang,  the 
suspension  of  the  speculative  operations  on  the  part 
of  the  Heilungkiang  Bank.  These  recommendations 
were,  however,  rejected  on  the  ground  that  the  Bank 
was  actuated  solely  by  the  desire  to  sustain  the  even 
and  sober  tone  of  the  market.  Such  was  the 
despotism  with  which  the  defunct  Manchu  Government 
silenced  the  popular  voice,  and  fattened  upon  the 
earnings  of  the  toiling  masses.  The  effects  of 
years  of  abuses  have  lowered  the  paper  notes  to  the 
level  of  10  tiaos  in  Heilungkiang  notes  to  one  silver 
yen.  It  is  time  that  a  check  be  put  on  the  operations 
of  the  Provincial  Banks  in  the  cereal  markets. 

"The  excessive  issue  of  the  Provincial  notes  results 
in  part  from  the  license  which  the  Banks  use  or,  more 
correctly  speaking,  abuse  in  advancing  loans  far  beyond 
their  means.  Few  merchants  of  any  importance 
will  be  found  in  Kirin  and  Heilunkiang  Provinces  who 
have  not  borrowed  from  either  Bank.  The  circulation 
of  paper  currencies  having  no  support  on  specie  reserve 
militates  against  the  economic  well-being  of  these 
Provinces.  We  are  of  opinion  that,  until  matters 
distinctly  improve,  both  Banks  should  suspend  their 
loan  services  and  that,  when  their  credits  fall  due, 
these  ought  to  be  collected  with  unmitigated  rigour 
just  to  the  end  of  enhancing  the  value  of  the 
Provincial  notes. 

"We  propose  that  the  two  Banks  contribute  S.  Yen 
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iX)00iO0O  between  them  with  which  to  found  a  new 
moneycxchan^in;^  service.  This  service  should  opea 
iu  branches  at  ihc  principal  trade  centres  of  the  two 
Provinces  and  cooperate  toj;ether  for  the  purpose 
of  restoring  the  market  value  of  the  note^i  to  their 
former  plane. 

-We  undersund  that  the  outsUndin>):  loans  of  these 

:    overdue    or    pronounced    irrecoverable 

i<.i«..i    iMi..i.>i)«  of  tiaos.         These  accounts  should  be 

allowed  to  stand  pending  no  longer,  but  ought  to  be 

ftcttleil  by  disiMJsing  of  the  securities  offered  against  them. 

"We  hear  that  the  cash  held  by  these  two  Banks 
still  amounts  to  6  to  7  million  taels.  We  suggest 
that  a  sum  of  Tael  5.000.000  be  disbursed  by  ihem 
in  order  to  found  an  interprovincial  bank  of  a  semi- 
official nature.  This  amount  \^ill  make  a  sufficient 
reserve  for  the  issue  of  convertible  notes  to  the  extent 
of  S.  Yen  15.000.000.  The  new  bank  should  be 
managed  strictly  on  business  lines  as  a  commercial 
One    of  its    chief    missions    should    be    the 

^.i.. redemption   of  the    Provincial    notes.         The 

Provincial  notes  which  are  now  universally  cursed 
and  dc.Hpi*ed  will  recover  their  former  ere  lit  to  the 
relief  of  their  holders,  and  this  will  place  the  money 
market  by  degrees  on  a  sounder  footing.  It  will 
n«)i  *  <-  Ion,;  licfore  these  debasctl  notes  will  l)c  quietly 
chrninutcd  trom  circulation  and  be  replaced  by  conver- 
tible notes  as  good  as  silver  specie." 

rnuin  Timrt,  14  .March,  19IJ). 
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Draft    of   Statutes    for   the    use    of   the 
Central  Bank  of  China.   ') 


CHAPTER  I. 
General  Regulations. 

Article  i. 

I.  Under  the  style  of  "The  Central  Bank  of  China" 
a  bank  will  be  incorporated  with  the  object  of  circu- 
lating properly  secured  bank-notes  as  a  convenient 
means  of  circulation  and  of  promoting  the  circulation 
of  a  sound  metallic  pecuniary  medium  throughout  the 
entire  Chinese  territory,  of  effecting  clearances  in 
monetary  traffic,  of  supplying  the  inhabitants  of  the 
country  with  a  credit  medium  and  of  executing  other 
duties  in  the  public  interest  indicated  in  these  Statutes. 
All  this  is  to  be  done  in  accordance  with  the  regulations 
laid  down  in  these  Statutes,  which  will  if  necessary  be 
supplemented  by  instructions. 

Article  2. 

I.  The  Bank  is  to  be  a  limited  liability  company 
with  a  share  capital  and  will  develop  as  an  absolutely 


1)  This  draft  or  scheme  of  Statutes  has  been  worked  out  in 
great  detail  in  order  to  show  the  object  of  tlie  various  stipulations. 
In  their  definite  form  they  could  be  made  much  more  concise. 


independent  or)^untzation.  subject  lu  the  supervision 
uf  its  traniactiuns  as  laid  down  in  these  Statutes,  which 
will  if  neccjuuir>'  *■'•  •'''  r^-  <!#  taili-.l  m  Ifivtrxiilops  to 
!«  bsued  later. 

Article  3. 

I.  For  the  |>crio<l  mentioned  in  the  following^  article, 
the  liank  shall  be  granted  the  privilej^c  of  acting;  as 
lUnk  ii\  Issuf  with  a  view  to  being  in  the  future  the 
sole  l>ank  iMDsscssing  the  right  to  issue  bank-notes. 
After  the  establishment  of  this  Ixml;  this  privilege  may 
not  l)c  granted  during  the  same  |)criod.  to  any  other 
banking  concern  whatsoever  in  China,  without  the 
explicit  consent  of  this  Bank,  on  the  terms  ami  conditions 
to  be  then  agreed  ujx)n  between  the  State  and  the  Hank. 

a.  Other  l^anking  concerns  or  private  j^rsons  acting 
SLH  bankers  who  have  issued  and  circulated  banknotes 
or  any  pa{)er  similarly  representing  monetary  value, 
shall  l>e  obliged  to  cease  such  issue  and  to  withdraw 
thrir  notes  in  circulation  at  such  time  and  in  such 
manner  as  shall  be  duly  proclaimed  by  law,  after  eon- 
>ultation  with  the  persons  or  firms  concerned.  This 
law  will  lay  down  certain  general  rules  for  such  with- 
drawal, but  t))ecial  regulations  may  be  left  to  the 
dccttion  of  Government  lioanls. 

.\rticlc  4. 

I,  The  aforesaid  privilege  will  l>c  granted  to  the 
Central  Bank  of  China  for  a  term  of  thirty  yean 
commencing  on  .  .  .      and  therefore  ending  on 
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2.  Not  less  than  three  years  before  the  expiration 
of  this  term  it  will  have  to  be  decided  by  arran^rement 
between  the  Bank  and  the  State  whether  this  privilege 
shall  be  extended  for  a  further  period  or  not.  Changes 
may  also  in  the  meantime  be  made  in  the  terms  of 
the  privilege  or  in  these  Statutes  by  mutual  agreement 
between  the  Bank  and  the  State.  On  the  part  of 
the  Bank  such  changes  would  be  considered  as  amend- 
ments of  the  Statutes  to  which  will  then  apply  the 
rules  laid  down  in  Chapter  VIII. 

Article  5. 

I.  The  head  office  of  the  Bank  shall  be  established 
at  Shanghai.  The  head  office  can  be  removed  to  an- 
other place  with  the  mutual  consent  of  the  Government 
and   of  the   Bank.  The    Bank   will   establish   such 

branch  offices  or  agencies  in  other  places  in  China  as 
it  may,  on  mutual  agreement  with  the  Government, 
deem  to  be  in  the  public  interest.  This  should  be 
done  in  accordance  with  the  rules  laid  down  in 
Chapter  IV  of  these  Statutes. 


CHAPTER  II. 
The  duties  of  the  Bank. 

Article  6. 

I.      The  duties  of  the  Bank  shall  consist  in:- 
A.     The   issue   of  a   medium   of  circulation  in  the 
form  of  bank-notes. 


2SB 

B.  Promotinfif  the  orj^aniration  of  (he  system  of 
currency  and  su|>crvisin^  the  maintenance  of  a 
^o<y\  B>stem  of  currency. 

C.  The  keeping;  of  an  account  current  for  the 
State  and  other  public  bodies,  and  also  for 
private  persons  and  concerns. 

IX  The  rcmiilance  of  moneys  on  behalf  of  persons 
having;  an  account   with    the  Bank  and  others. 

E.  Granting  credit  to  persons  h.ivinj^  an  account 
with  the  Bank. 

F.  Buying  an  1  seUing  bills  payable  in  countries 
outside  Chinn  and  huyin;.;  and  selling  precious 
meLils. 

G.  Taking  into  safe  custody  securities,  precious 
meuls  and  other  objects  and  goods. 

M.     The    execution    of   further    duties    which    may 
eventually  be  entrusted  to  the  Bank  in  consult- 
■■■•'^  the  Government. 


j4,      T^"    /  fw/   of   a    medium    of  circulatiom    in    tk« 
form  of  biinkmoUi. 

Arti  1     ~ 

1.     The    Bank   will   Ik:   gratUed   the   right   to  issue 
n..:r-^  T,»-. .»*f.!r  to  bearer. 

nominations    uf    these    notes     will     be 
!    values   of  the    new    gold    unit    of 

.,      ,  ,. A  fine  gold  which  is  adoptrd  r<,r  thr 

p\!r>»itc»  of  the  currency  reform  in  China. 

The   various  denominations  of  the  bank-noic^  bliall 
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be  determined  in  arrangrement  with  the  Government, 
but  the  smallest  may  not  be  less  than  one  unit  and 
the  largest  not  more  than  two  thousand  units. 

Article  8. 

1.  The  entire  issue  of  these  bank-notes  and  the 
aggregate  credit  balances  of  the  accounts  current  in 
gold  units  must  at  all  times  be  covered  by  precious 
metal  or  gold  values  to  the  extent  of  not  less  than  50  %. 

2.  Under  the  term  precious  metal  is,  for  the  purpose 
of  these  Statutes,  to  be  understood  any  gold  coins 
which  may  eventually  be  circulated  in  China,  foreign 
gold  coins,  gold  in  bars  and,  finally,  silver  token  coins, 
when  these  are  eventually  issued  in  China,  but  only 
if  and  as  long  as  such  token  coins  remain  legal  tender 
in  China. 

3.  Under  the  term  gold  values  is,  for  the  purpose 
of  these  Statutes,  to  be  understood  credit  balances  in 
account  current  with  foreign  banking  concerns  and 
bankers,  bills  payable  abroad,  investments  in  securities 
abroad  or  in  moneys  invested  on  foreign  markets,  as 
far  as  it  may  reasonably  be  expected  that  these  claims 
of  the  Bank,  in  whatever  form  they  may  be,  will  be 
payable  in  gold  or  gold  value,  and  as  far  as  these 
assets  will  be  kept  by  the  Bank  purposely  as  a  part 
of  its  gold  reserve  against  its  notes  and  other  demaml 
liabilities. 

4.  The  Bank  must  however  see  to  it  that,  as  a  rule, 
it  shall  have  at  its  disposal  a  proportion  of  not  less 
than  60  %  in  precious  metal  or  gold  values  in  reserve 
against  the  aforesaid  demand  liabilities   of  the  Bank. 


e44) 

Sliould  this  cover  or  reserve  at  any  time  be  less  than 
the  normal  amount  of  60%  the  Bank  shall  pay  to 
the  Sute  an  interest  of  one-half  j>er  cent  on  all  its 
operations  in  its  ordinary  lunkin^j  business  referred  to 
ill  Art.  6,  E..  for  each  per  cent  that  such  reserve  shall 
have  fallen  below  the  normal  60%.  and  this  interest 
is  to  be  calculated  on  the  number  of  days  during 
which   the   reserve  shall  have  l)een  less  than  6o0/q, 

5.  The  payment  of  this  special  nite  of  interest  or 
penalty  to  the  State  shall  be  effected  in  connection 
%rith  that  of  the  special  payment  to  be  made  by  the 
lUnk  to  the  Suic  according  to  art.  ?o.  and  in  the 
manner  prescribed  therein. 

6.  In  times  of  crisis,  war,  general  riots  or  calamities, 
or  in  the  event  of  other  special  circumsunccs,  the 
Hank,  after  the  Government  has  obtained  advice  as 
regulated  in  Art.  27  (12),  and  has  g^ranted  its  sanction, 
may  be  exempted  from  the  obligation  to  pay  this 
special  rale  to  the  State.  The  duration  and.  if 
necessary,  the  extension  of  the  |jericKl  of  such  exempt- 
ion shall  always  be  6xcd  beforehand. 

.'\nicle  9. 

1.  i  hr  n«nfs  witii  currency  cxpr«s,«(i  in  ^old  units 
oiay  he  tendered  to  the  Hank  for  redemption  against 
precious  metal  or  gold  values.  The  Hank  is  free 
to  pay  them  in  what  form  of  value  it  will,  but  must 
try.  as  far  as  )x>ssiblc  without  prejudice  to  the  public 
interest  and  its  own  interest,  to  act  according  to  the 
desire  and  to  the  advantage  of  the  individual  presenting 
tke  notes. 

2.  In  ordinary  circumstances  the  Bank  shall  not  be 
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obliged  to  pay  such  counter-value  unless  such  gold  notes 
are    presented    in    amounts    of   50.000  units  or  more. 

3.  The  Bank  is  authorized  however  in  special  cases  in 
agreement  with  the  Government,  to  redeem  gold  notes 
in  smaller  amounts  than  specified  above,  provided 
such  amounts  are  not  less  than  500  units. 

The  Bank  shall  publish  each  day  at  all  its  offices 
the  rate  at  which  it  is  prepared  to  sell  or  to  buy 
gold  value  abroad  against  deposit  or  issue  of  its  own 
notes  at  its  various  offices. 

4.  As  soon  and  as  long  hov/ever  as  gold  coins  or 
silver  token  coins  of  the  realm  are  circulated  in  China, 
both  being  legal  tender  to  any  amount,  the  Bank  will 
in  the  first  place  pay  its  notes  in  coin  of  the  realm, 
in  this  event  the  Bank  shall  as  far  as  lies  in  its  power 
meet  the  notes  tendered  in  such  coin  of  the  realm  to 
any  amount.  The  Management  of  the  Bank  however 
reserves  the  right  of  deciding  whether  this  is  possible 
or  not. 

5.  The  Bank  may  accept  silver  or  silver  coins  on  a 
silver  basis  against  the  issue  of  its  own  gold  notes, 
and,  vice  versa,  supply  silver  on  presentation  of  its 
gold  notes. 

These  transactions  shall  be  effected  at  the  rate  of 
the  day  for  silver  metal  and  silver  coins  as  fixed  for 
its  own  business  by  the  Bank.  These  rates  to  be 
published  as  described  above.  The  Bank  is  however 
not  obliged  to  buy  or  sell  silver. 

6.  The  Bank  shall,  with  a  view  to  a  possible  decrease 
in  the  value  of  silver,  see  to  it  that  its  stock  of  silver 
does  not  assume  too  large  proportions.  The  Bank 
shall   try   to   protect   itself  against  the  adverse  conse- 


qucnces  of  fluctuations  in  the  value  of  silver,  if  it 
■houlJ  deem  such  a  courjic  desiralile  or  necessary,  by 
idling  its  excess  ..f -nv»r  rirlirr  u,r  immediate  or  future 
delivery. 

Article   lo. 

1.  The  Bank  may,  at  any  place  or  lime  it  may 
deem  desirable  or  necessary,  with  the  approval  of  the 
Government,  also  issue  bank-notes  in  silver  currency'. 
The  notes  may  express  their  face  value  in  certain 
amounts  of  silver  coins  then  in  circulation  or  in  certain 
quantities  or  weiijhts  of  fine  silver. 

The  various  denominations  of  the  notes  shall  be 
determined  by  the  Hank. 

2.  These  silver  notes  shall  at  all  times  be  fully 
covered  by  the  amount  or  value  of  silver  mentioned 
on  them  in  either  of  those  forms.  The  restriction 
contained  in  the  last  clause  of  the  preceding  article 
naturally  does  not  apply  to  this  silver  stock.  The 
reserve  or  cover  nee  1  not  l>c  kept  at  the  place  where 
the  notes  arc  issued.  It  will  however  l>e  the  duty 
of  the  Hank  to  see  that  these  notes  can  be  met  in 
silver  at  any  of  iu  offices  where  such  notes  may  be 
prescntctl.  The  Bank  may  defer  payment  until 
silver  has  been  received  from  other  places  if  its 
local  stock  proves  to  be  insufficient.  Any  expenses 
eventually  incurred  for  the  conveyance  of  the  silver, 
inclu<ling    the  cost  of  insurance,  packing  etc.,  may  be 

to  hin^ 

3.  I  he  iUnk  iu  further  autiiorizcd  to  open  accounts 
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current  in  silver  currency.  The  same  regulations 
apply  to  these  silver  accounts  as  stipulated  above  for 
the  issue  of  notes  against  silver  value. 

Article   ii. 

1.  The  bank-notes  whose  denominations  are  expres- 
sed in  gold  values  of  the  new  gold  unit,  shall  be 
legal  tender  up  to  any  amount  in  such  places  or 
parts  of  the  State  of  China  as  the  Government  shall 
have  proclaimed  by  decree. 

2.  The  legal  tender  of  these  notes  shall  be  suspended 
as  soon  and  as  long  as  the  reserve  in  precious  metal 
or  gold  value  in  accordance  with  Art.  8  has  fallen 
below  50  0/0  of  the  total  demand  liabilities  of  the  Bank 
also  mentioned  in  Art.  8. 

Article  12. 

1.  The  bank-notes  of  the  Bank  shall  bear,  in  not 
less  than  four  separate  places  on  the  front  and  back 
of  the  note,  the  letters  indicating  the  series  and  also 
the  consecutive  number  of  the  note,  so  that  in  case 
of  the  note  being  damaged  its  series  and  number  may 
be  checked  as  easily  as  possible. 

2.  Only  the  holder  of  a  note  is  entided  to  demand 
its  counter-value  in  some  form  or  other  as  indicated 
in  these  Statutes. 

3.  Should  the  note  be  damaged  the  Bank  shall  issue 
a  new  note  in  exchange  for  the  damaged  note,  unless 
it  should  be  damaged  to  such  an  extent  that  the 
genuineness  of  the  note  cannot  be  absolutely  ascertained. 

4.  Should  any  portion  of  the  note  be  missing  or 
should    it    be    torn    in    two    or  more  pieces,  only  the 
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holder  of  that  portion  which  is  Urgcr  than  half  the 
entire  note  or  of  such  portions  which  together  make 
more  I'nan  the  half  of  the  note,  and  which  aj^parently 
belonged  to  the  stame  note,  sluill  h  •  entitlrd  lo  rr.  rive  ;i 
fresh  note  frotn  the  Ban! 

5.     The  Bank  need  no:  c.\  ;hange  notes  which  have 
'!>vl<>j!«ly  been  dama;;ed  on  purpose. 

>n  suipicion  of  fraud  or  at  the  written  request 
ol  tlic  j»arties  interested,  the  Bank  may  at  its  discretion 
demand  that  the  |)er»(>n  prcscnlini^  .1  note  shall  sign 
it  and  give  a  receipt  for  same. 

7.  The  Bank  is  authorized  lo  with  Iraw  lr«*ii)  circulation 
certain  num'.KTs,  series  or  even  entire  denominations 
of  Its  bank  notes.  Notice  of  such  withdrawal  shall 
be  duly  published  and  the  holders  shall  l>c  affordctl 
the  op|K)rtuniiy  ol  exchanging  the  notes  in  such  a 
manner  as  shall  be  agreed  upon  with  sanction  of  the 
(iovcrnmenl.  The  Bank  shall  also  a.^re*.-  with  the 
(iovernment  as  to  the  period  after  which  the  claim 
on  the  Bank  by  virtue  of  the  bank-note  shall  have 
expired  and  the  note  thus  r»;ndere<l  invalid. 

8.  Th'-  n.in!.  .hill  f.ikc  mcasurr.  !)  .Icslroy  all  notes 
withdr.i.  manner  n<lfr  them 
unsuital^lc  lor  turihcr  cjrculali«)M. 

B.     Pramottmj^  the  organization   of  the   iyitrm  of 
cmrrfmv  att  i  sup<rjisiHg  the  maiHttnan.r  oi 
'  i^oo*f  system  of  currency. 
Article 
I.      i  Mr    iJaiiK    .aill   as  far  a.  lies  in  its  |>ower  assist 
the  Government  in  the  rcfonn  of  the  cirrcncy  and  in 
the  maintenance  thereof. 
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2.  The  Bank  shall  for  and  on  behuli  of  the  Government 
buy  up  and  withdraw  against  delivery  of  its  own 
notes,  any  Government,  Provincial  or  any  other  fiduciary 
paper  indicated  by  the  Government,  to  such  extent  as 
the  Bank  shall  be  in  a  position  to  do  so  by  means 
of  the  counter-values  placed  at  its  disposal  for  the  purpose 

3.  The  Bank  shall,  if  desired,  afford  its  assistance 
in  withdrawing  notes  circulated  by  other  bankers  or 
banking  concerns,  in  such  a  manner  and  on  such 
terms  as  shall  be  agreed  upon  with  the  Government 
and  publicly  announced. 

4.  The  Bank  shall  promote  the  circulation  of  good 
coin  of  the  realm  and  purge  the  circulation  of  bad 
or  forged  coins  on  such  lines  as  shall  be  fixed 
and  published  by  the  Bank  with  the  sanction  of  the 
Government.  The  Bank  may  charge  a  commission 
for  any  manipulations  of  subsidiary  coins  effected  by 
the  Bank  on  behalf  of  the  Government,  and  if  the 
conveyance  of  coin  or  metal  is  involved  it  will  be 
done  at  the  Government's  risk  and  expense. 


C.    Keeping  an  account  current  for  the  State  and  other 

ptiblic  bodies,  and  for  private  persons 

ana  cojicerns. 

Article   14. 

I.  The  Bank  shall  be  obliged  to  keep  an  account 
current  for  the  State,  the  Provinces,  the  Customs  and 
other  public  bodies  or  institutions,  and,  if  they  enjoy  .1 
good  reputation,  for  private  bodies,  banks  or  persons. 
The  Bank  may  however  in  special  cases  at  its  discretion 
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refute  to  do  so  for  these  private  persons  or  corporations. 
:.  Tbe  accouDU  current  on  behalf  of  the  State 
and  other  public  persons,  an!  for  Ixinkin^  concerns 
and  private  bankers  shall  be  kept  wiihoui  any  commis- 
sion being  charged  on  the  |)art  of  the  Bank,  but  the 
Bank  may  charge  a  commission  to  other  holders  of 
an  account  current. 

3.  Should  the  State  or  any  other  l>ody  or  person 
have  an  account  current  at  more  than  one  office  of 
the  Bank,  such  accounts  shall  l)e  considered  as  being 
separate  accounts,  and  consequently  a  debit  or  overdraft 
at  one  office  of  the  Bank  may  not  \yc  charged  to  a 
credit  at  another  office  of  the  Bank,  but  the  holder 
naturally  has  the  ri>;ht  to  effect  a  transfer  to  any  account. 

4,  The  privileges  and  obligations  arising  from  the 
possession  of  an  account  current  at  the  Hank  are 
defined  in  the  general  conditions  for  holding  an  account 
current,  subject  to  legal  regulations  generally  which 
obtain  in  the  country  on  this  matter,  or  subject  to 
special  agreements,  which  may  eventually  have  the 
preference  over  such  conditions. 

V.      Tkt  rrmtttance  of  momtyi  on  btkalf  0/  persons 
having  an  tutauni  with  the  Bank  and  otktrs. 

Article   15. 

li.c   li.ink  may  remit  moneys :- 

by  means  of  transfer  in  account  current  (giro). 
2.     by   su{>plying   sight    bills  on  other  offices  of 

the  Bank. 
i\     remittances    to    other    offices    may    also    be 

effected  by  telegraph. 


\ 
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2.  The  Bank  is  empowered  to  charge  a  commission 
for  each  of  these  methods  of  remittance,  and  the  rate 
of  this  commission  is  to  be  published  at  all  its  offices. 

3.  The  Bank  may  also,  on  certain  conditions,  effect 
such  remittances  for  persons  not  having  an  account  with 
it,  even  if  they  are  to  persons  residing  elsewhere  not 
having  an  account  with  it  either.  In  such  a  case 
the  transferer  deposits  the  moneys  to  be  remitted  at 
the  remitting  office,  and  the  individual  to  whom  the 
transfer  is  made  payable  will  be  called  upon  to  receive 
such  remittance  from  the  receiving  office,  after  duly 
proving  his  identity.  A  higher  commission  may  be 
charged  for  remittances  effected  between  persons  not 
being  customers  of  the  Bank  than  for  persons  who 
have  an  account  with  the  Bank. 

4.  The  Bank  shall,  with  a  view  to  the  organization 
of  a  good  and  convenient  money  traffic,  afford  all  the 

assistance  in  its  power  to  effect  transfers. 

E,     Granting  credit  to  persons  having  an  account 
with  the  Bank  (its  customers). 

Article  16. 

I.  The  Bank  may  not  grant  credit  otherwise  than 
in  one  of  the  following  forms  :- 

I.     By  discounting  :- 

a.  bills,  or  promissory  notes  to  order  with  three  or 
more  signatures  of  persons  who  arc  severally 
liable  for  the  whole  amount,  with  a  period  of 
duration  no  longer  than  is  customary  in  the  trade 
and   in  no  case  longer  than  six  months; 


i.  ilebenturcft  or  dividcnii  warrants  redeemable 
within  a  period  not  exceeding;  four  months,  the 
security  of  which  is  above  all  suspicion,  under 
guarantee    o(  the    j>crson  applying;  for  discount. 

II.  By  purchasing  hills  of  exchange  payable  in 
China  or  abroad  uf  a  period  of  duration  which  is 
not  longer  than  is  customary  in  the  trade,  furnished  with 
not  kss  than  two  si^^naturcs  but  with  additional 
security  in  the  form  of  documents  proving  tlic  debt, 
such  as  Bills  of  Lading  or  way-bills,  or  in  the  form 
uf  a  credit  confirmed  by  a  sound  bank  in);  concern. 

HI.  By  granting  loans  upon  securities,  goods, 
commodities  or  other  merchandise,  coin  or  bullion  or 
the  documents  proving  the  shipment  or  storage  of 
luch  goods,  upon  jewellery  and  other  ornaments  and 
upon  bills  as  drscrit>ed  sud  1  and  II,  either  in  account 
current  without  a  fixed  duration  or  for  a  tixcd  period 
not  exceeding  three  months. 

The  Bank  shall  sec  to  it  that  such  loans  are  alwass 
grantetl  with  a  margin  of  iO%  when  on  securities 
and  bills,  and  of  not  le«is  than  ^o^/q  in  case  of  loans 
on  other  goods. 

The  further  detaiK  ^n  iin  .ii<;ii»od>  oj  i;iaiUing 
money  on  loan  and  of  the  system  of  the  calculation  of 
the  interest  payable  etc.,  shall  be  laid  down  in  sefiaratc 
insfnictions 

Article   17. 

I.  The  Bank  may  not  grant  to  any  one.  whoever 
it  may  be.  any  credit  without  ^ccuHty. 
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Article  i8. 

1.  The  Bank  may  not  furnish  money  on  mortgage, 
nor  on  personal  surety.  A  mortgage  may  however  be 
accepted  as  collateral  security  and  as  such  may  even 
take  the  place  of  a  third  signature  on  a  bill  if  there 
is  otherwise  sufficient  guarantee  that  the  bill  will  be 
honoured  when  due. 

2.  Personal  surety  may  also  be  accepted  as  collateral 
security  and  may,  in  the  form  of  an  aval  or  endorsement 
on  the  bill  or  on  a  separate  paper,  take  the  place  of 
a  third  sig-nature. 

/''.  Buying  and  selling  bills  payable  in  countries  oulside 
China  aiid  buying  and  selling  precioits  metals. 

Article  19. 

1.  The  Bank  is  also  authorized  to  buy  and  sell 
bills  payable  at  places  outside  China  in  foreign  values 
with  a  view  to  the  creation  and  maintenance  of  a 
portfolio  of  foreign  bills,  to  the  creation  of  a  further 
gold  reserve  abroad  and  finally  with  the  purpose  of 
maintaining  the  parity  of  the  rates  of  foreign  exchange. 
The  Bank  will  only  sell  bills  on  foreign  places  in  the 
form  of  cheques,  short  bills  or  telegraphic  transfers. 
The  duration  of  bills  purchased  by  the  Bank  may 
not  be  longer  than  is  customary  in  the  trade. 

2.  The  Bank  buys  and  sells  precious  metals  as 
far  as  this  may  be  necessary  in  carrying  out  the 
policy  of  the  Bank,  or  in  the  public  interest  on  behalf 
or  for  account  of  the  State  or  other  public  bodies. 

3.  The  Bank  shall  as  far  as  possible  avoid  any 
purchase  or  sale  of  precious  metal  which  might  prove 
to  be  of  a  speculative  nature. 
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Rtitrttttom  as  to  maximum  amounts  of  (rtdit 
to  hi  granttd. 

Article  20. 

I.  With  the  .i|.jM..».il  of  the  Ciovcrnmcnt  the  Hank 
«hall,  after  the  Balance  Sheet  has  been  fixed  every 
year,  determine  what  shall  be  the  maximum  amount 
of  credit  which  may  be  granted  in  accordance  with 
part  K  of  Chapter  II  of  these  Statutes  (Art.  6)  and 
what  is  to  be  considered  the  normal  figure  for  the 
current  year. 

J.  If  in  the  course  of  the  year  the  maximum  amount 
which  has  l>een  fixed  as  normal  has  been  exceeded, 
one-third  of  the  interest  on  the  first  10  %  surplus 
over  and  above  the  normal  amount,  two-thirds  on 
the  second  10%.  and  the  whole  of  the  interest  on 
anything  excee.ling  this  20  %  above  the  normal 
amount  shall  be  forfeited  to  the  Suite.  The  cal- 
culation of  the  amount  of  the  interest  due  to  the 
State  by  reason  of  such  excess  shall  be  made  according 
to  the  number  of  d.iys  during  which  such  surplus  or 
excess  obtained. 

3.  If  such  excess  of  credit  granted  over  and  above 
this  maximum  figure  should  occur  simultaneously  willi 
a  decrcisc  of  the  reserve  against  the  banknotes  to 
a  figure  less  than  60  %  of  the  nominal  value  of  the  note 
issue  and  of  the  other  demand  liabilities  in  accordance 
with  Art.  8  of  these  Statutes,  and  the  Hank  would 
confte(|uentIy  also  have  to  (jay  the  Sute  a  certain  amount 
un  this  head  also,  these  two  payments  or  fines  shall 
not  both  lie  paid,  but  only  the  one   with  the  highest 
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figure    and   the    Bank   will   be  exempted  from  paying 
the  lesser  one. 

4.  If  the  Government  and  the  Bank  cannot  agree 
as  to  what  shall  be  the  normal  figure  referred  to  in 
clause  I  of  this  article,  a  board  of  three  arbitrators 
shall  be  appointed,  one  each  being  nominated  by  the 
two  parties  and  the  third  by  the  first  two  arbitrators, 
or  if  the  latter  cannot  agree,  by  the  highest  judicial 
court  in  the  country. 

This  Board  of  Arbitrators  shall  then,  after  having 
examined  either  party,  fix  the  maximum  amount  for  the 
following  year. 

5.  In  times  of  crisis,  war,  general  riots  or  calamities 
or  in  the  event  of  other  special  circumstances,  the 
Bank  may,  with  the  sanction  of  the  Government,  be 
temporarily  exempted  from  paying  this  special  duty 
or  fine  to  the  State  in  case  of  the  maximum  amount 
being  exceeded.  The  duration  and  if  necessary  the 
extension  of  such  exemption  will  always  be  fixed 
beforehand,  after  advice  has  been  obtained  as  described 
in  clause  12  of  Art.  27. 

G.      Taking  into  safe  custody  securities,  precious 
metals  and  other  goods  and  objects. 

Article  21. 

1.  The  Bank  shall  also  undertake  the  safe  custody 
of  securities,  moneys  and  precious  metals,  goods  and 
other  valuables,  deeds,   documents  and  other  objects. 

2.  The  Bank  is  authorized  to  carry  out  the  admini 
strative   duties   connected   with    the   custody   of  such 
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vaJuaUc»  to  buy  and  »cll  same  and  lo  cnirusl  third 
pQifticTk  with  the  execution  of  orders  connected  with 
-•trh  administrative  duties. 

Custody  may  l>c  "open"  or  "scaled". 

4.  .Securities  shall  only  be  accepted  in  opcti  custody 
aad  their  adniinistraiion  must  be  entrusted  to  the  Hank. 

5.  The  conditions  on  which  articles  are  placed  in  thr 
ustody  of  the  H.ink,  and  the  manner  of  such  deix>sits. 
hall  \i^  rc>;i)latcd  by  scf>aratc  instructions. 

Article  21. 

I.  The  Hank  may  undertake  other  duties  l)esides 
the  al>ove.  If  however  the  work  connected  with 
.uch  duties  is  not  provided  for  in  these  Statutes,  the 
Hank  may  only  undertake  them  in  agreement  with, 
and  with  the  sanction  of,  the  (jovcmment. 


CMAPIKk   III. 

The  Manageim  III   of  the  Hnnk  and  ih€» 
supervision  of  its  irnnsactions 

.Article  ^3. 

The  Matuigcmrmt. 

I.     The    Management   of  the  Hank  aliall  consist  ot 
Prcaidcni,   three    Managem  and  a  Secretaiy.  all  of 
horn  arr  members  of  the  Management. 


253 

2.  The  President  and  the  Secretary  shall  be  appointed 
by  the  Government,  each  for  a  term  of  five  years. 
The  three  Managers  shall  be  appointed  by  the  i^eneral 
meeting-  of  shareholders,  each  for  a  term  of  four  years, 
which  shall  date  from  the  day  they  assume  their  duties. 

3.  The  President  and  the  Secretary  shall  preferably 
be  of  Chinese  nationality,  and  they  shall  possess  a 
sufficient  knowledge  of  either  English,  French  or  German 
to  enable  them  to  express  their  thoughts  clearly  in 
any  of  these  languages. 

4.  Not  less  than  two  of  the  Managers  shall  be 
selected  from  among  banking  experts  who  arc  subjects 
of  a  nation  other  than  the  Chinese. 

5.  During  the  first  five  years  after  the  Banks 
establishment  the  third  Manager  shall  also  be  of  non- 
Chinese  nationality. 

On  the  expiration  of  the  first  five  years  the  geaci-al 
meeting  of  shareholders  shall  be  at  liberty  to  select 
a  person  of  any  nationality  whatsoever  to  be  the 
third  Manager. 

6.  In  case  of  any  vacancy  occurring  in  the  five 
seats  of  the  Management,  a  nomination  list  of  at  least 
three  candidates  shall  be  made  by  the  combined  meeting 
of  the  Management  and  the  Board  of  Directors  of  the 
Bank.  Where  the  post  of  President  or  Secretar\- 
is  concerned,  this  nomination  is  not  binding  for  the 
Government,  but  the  Government  may  take  it  into 
consideration  as  much  as  it  sees  fit. 

7.  The  meeting  of  shareholders  shall  i^e  bound  to 
select  the  Manager  from  a  list  of  candidates  drawn  up 
in  the  above  manner  and  submitted  to  them. 

8.  Deputies   must   be   appointed  for  the  President. 
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ihe  Sccretar)'  and  the  three  Managers,  and  they  shall 
be  selected  either  from  among  the  other  mcml>ers  of 
the  Manavjemcnt  or  they  may  l>c  persons  not  connected 
with  the  Management  of  the  Bank.  These  deputies 
shall  !«  appointed  by  the  same  powers  as  ap{>oint 
the  President,  Secretar>'  or  the  Managers,  and  shall  be 
subject  to  the  same  rules, 

9.  The  deputy  members  of  the  Management  shall 
only  act  as  such  in  the  absence  of  the  ofTicials  whom 
they  replace,  and  the  Management  shall  give  notice 
of  such  absence  to  the  deputy  concerned  as  soon  as 
(KMsible. 

Article  24. 

1.  The  President  and  the  Secretary  may  not  assume 
any  oihcr  post,  office,  function  or  duties  whatsoever 
besides   those  entrusted  to  them  by  the  Government. 

2.  The  Managers  may  not  assume  any  other  salaried 
post,  office  or  function,  unless  these  are  also  entrusted 
to  them  by  the  Government,  but  the  Managers  arc 
permitted  to  assume  the  office  of  Director  or  1  )clegate 
Director  of  limited  or  private  companies.  Two  of 
the  Mana;»ers  may  not  however  be  Directors  of  ihc 
same  com(>any  at  the  same  time. 

\.  The  President,  SccreUry  and  Managers  may 
r  r  in  trade  or  be  inlrrested  in  any  commercial 

u,  ..  .:.  .,  otherwise  than  by  being  holders  of  shares 
or  debenture   bonds  of  limited  or  private  companies. 

4.  The  remuneration  of  the  members  of  the  Manage- 
ment %hall  be  determined  by  the  combined  meeting 
of  the  Management  and  Directors,  with  the  sanction 
of  the  (tovcmmcnt  Commissioner. 
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Article  25. 

1.  The  Management  shall  mutually  arrange  their 
respective  duties  and  shall  draw  up  instructions  with 
regard  to  same  and  to  its  meetings,  subject  to  the 
following  stipulations  :- 

2.  The  Management  shall  assemble  not  less  than 
once  a  week. 

3.  Important  matters  in  the  Management  of  the 
Bank  and  questions  of  principle  in  the  government 
of  the  Bank  shall  be  discussed  in  the  meetings  of 
the  Management. 

4.  These  meetings  are  authorized  to  pass  resolutions 
if  not  less  than  three  members  of  the  Management 
or  their  deputies  are  present. 

5.  The  resolutions  shall  be  passed  by  majority  of 
votes.  In  case  the  votes  for  and  against  are  equal 
a  proposal  shall  be  considered  to  be  rejected,  and  the 
same  proposal  may  not  be  brought  forward  again 
within  two  months. 

6.  Careful  note  shall  be  taken  of  all  proposals  passed 
or  rejected  in  the  meetings. 

7.  If  the  President  cannot,  on  serious  grounds,  agree 
with  the  resolution  of  the  majority  of  the  meeting  of 
the  Management,  he  may  pronounce  his  veto  on  such 
a  resolution.  If  the  meeting  however  does  not  admit 
the  rejection  of  the  proposal,  each  member  of  such 
meeting  may  bring  forward  the  proposal,  either  amended 
or  not,  in  the  next  meeting  of  the  Management.  The 
President  shall  once  more  have  the  power  to  veto 
the  resolution  of  the  majority  of  this  second  meeting, 
but  in  this  case  any  of  the  members  of  the  Management 
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Havc  the  rif^ht  lo  submit  the  original  proposal,  whether 
amended  or  not.  as  it  was  last  vetoed  l>y  the  President. 
to  a  combined  meeting;  of  the  Board  of  Censors  and 
the  Management,  which  meeting  shall  be  convened 
within  one  week  after  the  mcclini^  in  which  thr 
I'rcMdent  last  pronounced  his  veto  upon  the  proposal. 
In  this  combined  meeting  each  of  the  memlxirs  of  the 
Management  or  lioard  of  Censors  present  shall  have 
jkix  equal  vote  and  valid  resolutions  shall  be  {massed  l>> 
majority  of  votes  returned.  If  the  votes  tie  the 
proposal  is  considered  to  be  rejected. 

8.  The  combined  meeting  refcrrcil  to  is  authorized 
lo  pass  resolutions  if  not  less  than  three  members  of 
the  Management  and  three  Censors  arc  present. 

Article  26. 

t .  .\11  documenu  binding  for  the  Bank,  or  which  treat 
of  important  matters,  issued  by  the  Management,  must 
Ixr  signed  by  the  President  ai\d  one  «»t  the  other 
m«-m!>crx    of    the     Mana^^ement    or    their    substitutes. 

1  He    Management   may.    with   the   sanction   of  the 

.r.l  of  Censors,  entrust  the  signing  of  a  certain 
».  .1  ol  documents  cither  to  the  Secretar)'  alone,  or 
10  the  Secretary  in  combination  with  one  of  tlic  other 

■  '  •  t  0'.  the  liank.  or,  where  endorsement 
I  ,  :.;';  :_;ui  or  otlu  r  ii.uw.-  i\  .-njnirfMl  tn  tuM  head 
officials  together. 

2.  The  powers  o(  ihc  nuin.igcr^  «»J  i>ianciies  nr 
agencies,  a.nd  of  their  substitutes  or  their  subalterns 
for  signing  bells  and  other  documents  will  lie  regulated 
by  special  instructionn 
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Article  27. 

The  Governvient  Commissioner. 

1.  The  Government  shall  appoint  a  Governinent 
Commissioner. 

2.  The  appointment  shall  be  for  the  space  of  five 
years,  after  which  the  Government  Commissioner  then 
in  function  is  eligible  for  re-appointment. 

3.  The  remuneration  of  the  Government  Commis- 
sioner is  fixed  by  the  Government,  but  it  shall  be 
paid  by  the  Bank  and  charged  to  its  expenses  account. 

4.  The  Government  Commissioner  must  by  prefer- 
ence be  of  Chinese  nationality,  and  he  must  possess  a 
sufficient  knowledge  of  one  or  more  European  languages 
to  enable  him  to  express  his  thoughts  properly  in 
those  languages. 

5.  The  Government  Commissioner  must  reside  in  the 
place  where  the  head  office  of  the  Bank  is  established. 

6.  The  Government  has  the  power  to  appoint  a 
Deputy  Government  Commissioner  who,  in  the  absence 
of  the  Government  Commissioner,  will  act  in  his  stead 
and  exercise  all  his  rights  and  fulfil  all  his  duties. 

7.  The  duties  of  the  Government  Commissioner 
shall  be  laid  down  in  instructions  drawn  up  by  the 
Government  subject  to  the  following  regulations  :- 

8.  The  Government  Commissioner  is  authorized  to 
attend  all  the  meetings  of  sharehoKlcrs  and  the  combined 
meetings  of  the  Management  with  the  Board  of  Directors. 
In  these  meetings  and  in  combined  meetings  ot  the 
Management  with  the  Board  of  Censors  in  ihe  case 
foreseen  in  Art.  25  (7),  he  has  an  advisory  vote, 
and  will  be  invited  to  vote  first. 

17 
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.:e   Govcrnmcnl   Commissioner   may  not  be  a 
ftharchuMcr  of  the  Bank. 

I  a  The  CJovcmmcnt  Commissioner  may  require 
the  Management  of  the  liank  to  furnish  him  with  all 
|x>«sible  information  rcjjarding  the  manajijcment,  the 
polic)',  and  the  investments  of  the  Hank,  without 
however  interfering  in  the  government  of  the  liank. 
or  inquiring  into  the  sunding  of  the  persons  who 
have  oUaincd  cretiit  from  the  iiank.  or  the  soundness 
of  the  discounts  or  pledges  for  loans  deposited  with 
the  I^nk. 

1 1.  The  Government  Commissioner  shall  be  present 
when  the  annual  Balance-Shect  is  drawn  up,  and  shall 
make  an  independent  report  on  same  to  the  Government. 

1 2.  The  Government  Commissioner  will  also  particu- 
larly be  entrusted  with  the  supervision  regarding  the 
compliance  with  Artt.  8  and  so  of  these  Statutes 
viz..  the  payment  of  a  tax  on  the  excess  of  note  issue 
above  a  certain  amount,  or  the  (all  of  the  cover  in 
meul  stuck  and  other  gold  values  below  the  margin 


The  Board  oj  Directors. 
Article  28. 

1.  1  he    lk>ard    of   Directors  shall  l>e  composed  of 
not  less  than  twelve  and  not  more  than  fifteen  members. 

2.  The  forci^jn  )>anks  established  which  are  actually 
WMflin.'  or  have  their  own  ofike  in  Peking,  Shanghai 

•cong.  and  which  at  the  moment  of  the  esublish- 
ir.cni   uf  The  Central  Bank   of  China  have  the  right 
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to  issue  and  circulate  their  own  bank-notes  in  the 
part  of  China  where  they  are  established  or  working- 
may,  for  each  country  to  which  those  banks  belong, 
elect  one  member  to  the  Board  of  Directors. 

In  the  event  of  a  vacancy  the  Management  shall 
request  these  banks,  grouped  according  to  their 
nationality,  to  appoint  a  nominee  for  each  country 
represented. 

3.  The  remaining  members  of  the  Board  of  Directors 
shall  be  appointed  by  the  meeting  of  shareholders,  at 
their  own  choice. 

4.  The  members  of  the  Board  of  Directors  shall  each 
be  appointed  for  a  term  of  hve  years.  Every  year 
one-fifth  of  the  number  of  members  shall  resign,  and 
the  order  of  their  resignation  shall  be  fixed  by  drawing 
lots.  A  member  elected  to  a  vacancy  which  has 
occurred  in  the  meantime  takes  the  place  of  the  member 
whose  vacant  seat  he  takes  as  far  as  the  term  of  the 
directorship  is  concerned.  The  resigning  Directors 
are  eligible  for  re-appointment. 

5.  The  Directors  may  be  of  Chinese  or  of  any 
other  nationality. 

6.  The  Board  of  Directors  shall  elect  from  among 
its  number  a  Chairman  and  a  Secretary  of  the  Board, 
and  any  other  officials  it  may  deem  necessary  for  the 
proper  execution  of  the  duties  of  the  Board  of  Directors. 

7.  The  Board  of  Directors,  when  assembled,  has 
the  right  to  ask  the  Management  for  any  information 
relating  to  the  management  of  the  Bank  and  the 
Management  is  obliged  to  answer  the  questions  as 
fully  as  possible.  The  Management  may  however 
withhold  from  the  Board  of  Directors  any  private  inform- 
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ation  regarding  the  comlition  of  private  accounts  or 
relating  to  the  standing  ol  individuals  having  accounts 
with  the  Bank,  without  prejudice  to  the  power  of  the 
meeting'  of  the  naid  hoard  lo  appoint  one  or  more  of 
ils  members  to  institute  a  special  inquir)'  concerning 
certain  lank  accounts,  or  to  make  any  examination 
.liter  the  annual  Halancc-Shccl  has  been  prcfjarcd. 
1  he  lioard  of  Directon»  shall  meet  at  least  four 
iitncH  a  year  to  receive  from  the  hands  of  the  Manage- 
ment a  report  in  writing  on  the  state  of  the  Bank's 
afTairs.  The  meetings  of  the  Board  will  l>e  held 
at  the  place  where  the  hea<l  oftice  of  the  Bank  is 
CHtablinhcd. 

9.  Besides  the  above  four  times  the  Board  shall  meet 
as  often  as  five  of  its  mcmt>ers  shall  inform  the  Chairman 
of  their  desire  lo  hold  a  meeting,  or  if  the  IVesitient  or 
two  other  Managers  of  the  Bank  consi<ler  a  meeting  of 
the  Boanl  ncccssar)-.  statin>j  their  reasons  for  doing  so. 
The  meeting  shall  Ix:  convened  by  the  .SecreUry  of 
the  Board  at  the  request  of  the  Chairman.  The 
convocation  to  the  meeting  shall,  as  far  as  {x)ssible.  take 
into  consit^leration  the  ilistancc  from  the  place  of  the 
meeting  at  which  some  of  the  Directors  may  happen 
to  r-  '  t'>  allow  them  sufficient  time  lo  attend 
thr 

10.  Ihe  Board  of  Directors  shall  check  the  Balance- 
Sheet  in  the  manner  descril>ed  in  Chapter  \'II. 

1 1.  The  Board  of  1  )ireclors  shall  prcj>are  instnictions 
relating  to  its  duties.  These  instnictions  and  any 
am'^r  '  -.  made  therein  at  a  later  date  shall  be 
*«il  '  the  ap{>roval  of  the  Ciovernment  Com- 
missioner. 
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12.  In  the  event  of  a  vacancy  occurrinor  Jn  the 
Management  of  the  Bank,  the  Board  of  Directors 
shall  meet  together  with  the  Management  at  a  date 
to  be  mutually  agreed  upon,  in  order  to  draw  up  a 
nomination  list  of  three  persons  to  be  submitted  to 
the  Government  if  the  post  of  President  or  Secretary 
is  in  question,  or  to  the  meeting  of  shareholders  where 
any  other  member   of  the  Management  is  concerned. 

13,  The  candidates  placed  on  this  nomination  list 
must  have  been  elected  by  the  absolute  majority  of 
the  persons  present  in  the  combined  meeting  of  the 
Management  and  the  Board  of  Directors.  The  quorum 
for  such  a  combined  meeting  will  be  not  less  than 
two-thirds  of  the  members  of  the  Board  of  Directors 
and  not  less  than  three  members  of  the  Management 
or  their  deputies. 


The  Board  oj  Censors. 
Article  29. 

1.  From  among  the  members  of  the  Board  ol 
Directors,  five  persons  shall  be  selected  to  form 
Board  of  Censors.  Three  of  these  Censors  shall 
be  selected  from  among  those  Directors  who  were 
appointed  by  the  meeting  of  shareholders,  and  two  of 
them  shall  be  from  the  Directors  appointed  b\-  tlie 
foreign  banks. 

2.  The  Board  of  Censors  shall  be  appointed  for 
the  space  of  one  year,  and  this  shall  be  done  in  the 
meeting   of  Directors   in    which    the   Balance-Sheet  is 
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diicutsed.  The  Censors  arc  eligible  for  re-appoint- 
mcnt.  but  it  is  advisable  that  this  rc-api>ointment  of 
rcjugninj*  Censors  should  not  be  made  a  rule. 

3.  The  Board  of  Censors  shall  a.ssemblc  with  the 
Manavjcmcnl  not  less  than  once  a  week  in  a  meeting 
in  which  the  Mana^^cmcnt  shall  report  on  all  discounts. 
loans  and  other  important  banking  business  transacted 
in  the  course  of  the  week.  This  meeting  should 
preferably  be  held  as  soon  as  possible  after  the  prepara- 
tion of  the  weekly  Halance-Sheet  Urief  minutes  of 
the  transactions  of  the  meetings  of  the  Management 
with  the  iioard  of  Censors  shall  l>c  kept. 

4.  The  Ik>ard  shall  have  the  right  to  ask  for 
information  regarding  the  administration  carried  out 
by  the  Management,  and  p;inicularly  as  regards  the 
maximum  amounts  of  credit  granted  to  customers  or 
the  maximum  amounts  of  credit  to  l>c  granted  on 
security  of  a  certain  nature.  The  lioard  shall  have 
the  power  to  keep  such  maximum  amounts  within  certain 
limits  or  to  determine  the  minimum  margin  which 
the  Management  sliall  rcsrr\c  in  llic  various  kinds  of 
loans. 

5.  The  selection  of  bankers  wlu)  would  eventually 
act  as  the  agents  of  the  Central  iiank  abroad,  shall 
be  submitted  to  the  approval  of  this  Hoard. 

6.  Any  changes  to  be  made  in  the  officially  cjuoted 
rates  for  discounts  or  loans  effected  by  the  Hank 
shall  be  submitted  to  the  judgment  of  the  Board  of 
Cen*or».  Should  the  Management  of  the  Hank  not 
be  able  to  agree  with  a  decision  of  the  Hoard,  the 
Management  may  fix  the  rate  at  its  discretion  provided 
the  difference  of  opinion  with  the  Hoard  of  Censors  b 
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immediately  communicated  in  writing  to  the  Chairman 
of  the  Board  of  Directors. 

7.  The  Board  of  Censors  has  the  power  to  suspend 
any  member  of  the  Management  at  once,  should  the)- 
find  reason  to  do  so  in  the  event  of  irregularities 
in  the  conduct  of  the  members  of  the  Management, 
or  in  cases  of  grave  negligence  in  the  administration 
of  the  Bank.  Such  suspension  must,  as  soon  as 
possible,  be  placed  before  a  combined  meeting  of  the 
Management  and  the  Board  of  Directors,  specially 
convened  for  the  purpose,  and  this  meeting  shall  decide 
whether  the  member  of  the  Management  in  question 
shall  be  definitely  suspended  or  not. 

8.  The  dismissal  of  the  members  of  the  Management 
shall  be  done  by  the  Government  where  the  President 
or  Secretary  are  concerned,  and  by  the  meeting  of 
shareholders  convened  for  the  purpose  in  the  case 
of  the  other  members  of  the  Management,  in  both 
cases  on  the  proposal  of  the  combined  meeting  men- 
tioned above.  In  this  combined  meeting  and, 
eventually,  in  any  meeting  of  shareholders  convened 
to  decide  a  question  of  suspension  or  dismissal,  the 
member  of  the  Management  whom  it  is  proposed  to 
suspend  or  dismiss  shall  have  the  right  to  attend  the 
meetings,  without  however  being  permitted  to  vote 
on  the  question  concerning  himself. 

9.  The  Board  of  Censors  shall  meet  further  in  the 
combined  meetings  together  with  the  Management  in 
the  cases  referred  to  in  Art.  25  (7). 

10.  The  remuneration  of  the  members  of  the  Boanl 
of  Censors  shall  be  determined  by  the  combined  meeting 
of  the  Management  and  the  Board  of  Directors. 


Article  30 

I.  The  Bank  has  the  {>ower  to  appoint  Genertl 
Adv-  ;   I.ocal   Advincrs. 

3.  1 1    Advisers   may    be  of  assistance  to  the 

Bank  in  \cf^  matters,  or  in  any  other  questions  in 
'- ;.ird  to  which  the  Bank  may  require  the  services  of 
^     i'ccial  cxjjcrt  as  adviser. 

V  The  General  Advisers  may  be  of  Chinese  or  of 
lorcji^'n  nationality,  and  may  reside  cither  in  China  or 

'-.   ap|M>intment  of  General  Advisers  shall  !>€ 
i    to   the   approval    of  the  Ciovemmenl  Com- 
.iM-i   the   lk>ard  of  Censors. 

Advisers  may  be  appointed  in  order  to 
lurnuh  .iJvjcc  to  the  bninch  ofticcs  and  agencies. 
Ihesc  Local  Advisers  must  reside  in  the  place  where 
the  branch  or  aj^ency  is  esuhlished  or  in  places  whence 
they  can  easily  reach  the  branch  oH'ice  or  agency. 
Local  Advisers  ma\  also  l>r  antiointr*!  for  \\\r  forrii'n 
Offices  of  the  Ban, 

6.  The  Local  .\tlvisrrs  may  also  i>c  cnlruslcii.  lo 
a  ceruin  extent,  with  the  suj>crvision  of  the  actions 
of  the  Manaf^eni  of  the  branches  and  agencies,  in  which 

shall  be  supplie<l  with  written  instructions  on 
/ct. 

7.  The  appointment  of  Local  Advisers,  both  in 
China  a;  *  I  shall  l)c  submitted  to  the  approval 
•  f  ihr   B<                •  r-nsors. 
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CHAPTER  IV. 

Branches,  Agencies  and  Correspondents. 

Article  31. 

1.  The  Bank  shall,  besides  the  place  where  the 
head  office  of  the  Bank  is  established,  open  branches 
or  agencies  at  such  places  within  the  State  as  may, 
with  the  sanction  of  the  Government,  be  deemed  in  the 
public  interest.  Branches  and  agencies  are,  in  the 
meaning  of  these  Statutes,  only  such  offices  of  which  the 
entire  staff  is  directly  in  the  service  of  the  Central  Bank. 

2.  The  Bank  is  also  authorized  to  appoint,  in  places 
where  such  is  deemed  necessary.  Correspondents  of 
the  Bank,  for  which  purpose  the  Bank  may  select 
private  corporations  or  persons  who  have  a  business 
of  their  own  and  are  prepared  to  act  as  the  represen- 
tative of  the  Bank  as  well. 

3.  The  organization  and  scope  of  the  branch 
offices,  agencies  and  Correspondents  shall  be  laid  down 
in  instructions  which,  with  any  amendments  made  in 
them  later,  must  be  submitted  to  the  approval  of  the 
Government  Commissioner  and  the  Board  of  Directors. 

4.  During  the  first  five  years  after  the  establishment 
of  a  branch  office  or  agency  in  other  places  in  China 
not  less  than  one  of  the  Managers  of  the  branch  or 
one  of  the  Agents,  and  if  there  is  only  one,  then  that 
one,  must  be  of  a  nationality  other  than  Chinese. 

5.  These  representatives  of  the  Hank  must  I))- 
preference  be  selected   from  among  banking   experts. 

6.  The  Bank  is  at  liberty  to  appoint  persons  of 
Chinese  nationality  to  be  its  correspondents. 
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I  he    appointment    and    the    dismissal    of    the 
y.,  ..f  branch   ofticcs.   of  Ajjcnis   and   Conrcs- 

po    .'    •      .hall  be  done  by  the  Manajjcmcnt  with  the 
approval  of  the  lioard  of  Censors. 

8.  The  further  »>ftjcials  of  ihc  head  offjcc,  of  the 
branches  and  agencies  shall  be  appointed  by  the 
Management  alone  or  by  the  Managers  of  those  offices 
with  i*  il. 

9.  i  for  the  temporar}'  or  permanent  closure 
of  branches  or  agencies  shall  be  submitted  to  the 
approval  of  the  IJoard  of  Censors. 

Article  32. 

I.  The  Bank  shall  esublish  at  least  one  branch 
office  in  Euro|>e  for  the  administration  of  that  |>art  of 
the  foreign  gold  reserve  which  shall  be  dcj>osited  in 
Euro|)C.  Should  il  later  on  ap[>car  desirable  that 
more  than  one  branch  office  should  be  established  in 
turo|>c.  or  even  other  l>ranches  in  other  countries  in 
Asia,  the  Bank  is  empowered  to  do  so.  For  the 
establishment  of  these  further  foreig^n  branches  the 
Bank  shall  require  the  sanction  of  the  Government 
Commi-isioncr  and  of  the  Board  of  Directors. 

3.  The  suppression  of  foreign  branch  offices  shall 
require  the  same  H;inction. 

3.  The  Managers  of  those  branch  offices  shall  be 
appointed  and  dismissed  by  the  Management  with  the 
ap(>roval  of  the  lioard  of  Censors. 

4.  During  the  first  five  years  after  the  establishment 
of  a  branch  office  at  least  one  of  the  Managers  must 
be  of  non-Chinese  nationality. 
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5-  The  Managers  of  the  branch  offices  shall 
preferably   be   selected   from    among  banking  experts. 

6.  The  organization  and  scope  of  the  foreign  branch 
offices  shall  be  laid  down  in  instructions  which,  with 
any  amendments  made  in  them  later,  must  be  submitted 
to  the  approval  of  the  Government  Commissioner  and 
of  the  Board  of  Directors. 


CHAPTER  V. 
The  capital  of  the  Bank. 

Article  33. 

1.  The  capital  of  the  Bank  shall  be  20.000.000  units 
of  0.3644883  grams  of  gold.  Should  it  be  necessary, 
the  Bank  may  augment  or  decrease  its  capital.  The 
resolution  to  do  so  and  the  manner  in  which  it  shall 
be  effected  must  have  the  sanction  of  the  Government 
Commissioner  and  the  Board  of  Directors. 

The  capital  of  the  Bank  may  not  be  employed  in 
the  ordinary  business  of  the  Bank,  but  must  be  invested 
separately. 

For  the  purpose  of  these  investments  only  first-class 
securities,  either  in  China  or  elsewhere,  may  be  selected. 
The  choice  of  the  proposed  investments  shall  be  sub- 
mitted to  the  approval  of  the  Board  of  Censors. 

The  capital  may,  however,  be  employed  for  the 
establishment  and  installation  of  the  Bank's  offices. 

2.  The  shares  shall  be  of  1000  units  each. 

3.  The  shares  must  all  be  registered  in   the  name 
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of  the  owner,  and  only  one  uwiicr  will  be  rccoj^nizcd 
for  irc  The  ininsfcr  of  shares  may  not  be 

cii'  -noui  the  express  sanction  of  the  Management 

of  the  Bank,  reco^^nizing  the  new  owner  of  the  share 
a.s  .1  this  sanction  shall  be  dcHnitely 

»l.i  "incnt  on  the  share  warninl. 

4.  Dividend-warrants  to  bearer  will  be  attached  to 
the  share  warrants. 

5.  I'he  regulations  for  making  and  issuing  share 
and  dividend-warrants.  an<l  talons  with  which  to  obtain 
new  coujK^n  sheets,  the  issue  of  new  share  or  dividend- 
warrants  with  their  talons  in  the  place  of  those  lost 
or  mislaid,  antl  the  metho<i  of  reconling  the  transfer 
of  the  share-warrants  to  the  new  owner  in  the 
Ikink's  re^iistrrs  and  on  the  share -warrant  itself,  and 
anything  connected  witli  the  shares  shall  all  l>e  laid 
down  in  separate  instructions  which  must,  with  any 
amendments  made  in  them  later.  I>c  submitted  to  the 
sanction  of  the  Government  Commissioner  ami  the 
Board  of  Directors. 


c-HAIMIR    \! 
The  geii«rnl    inccling  of  shareholders. 

Article  }.\. 

t  An  ordinary  i^cncral  mealing  t»f  the  shareholders 
entitled  to  vot^  shall  l»e  held  not  less  than  onrr  a 
year  at  the  head  offire  of  the  Bank. 

:.     The  President  of  the  Bank  shall  take  the  chair 
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at  such  a  meeting-  and  the  Secretary  of  the  Bank 
shall  keep  minutes  of  the  transactions.  The  minutes 
of  the  transactions  must  however  be  attested  or  certified 
by  three  other  shareholders  present  at  the  meeting 
to  be  selected  for  the  purpose  by  the  meeting. 

3.  Separate  regulations  shall  be  drawn  up  regarding 
the  convocation,  the  holdino-  and  order  of  the  meetinof, 
which,  with  any  amendments  to  be  made  in  them 
later,  shall  require  the  sanction  of  the  Government 
Commissioner  and  the  Board  of  Directors,  subject  to 
the  following  stipulations  :- 

4.  The  holder  is  entitled  to  one  vote  at  the  general 
meeting  for  every  ten  shares  he  holds,  with  a  maximum 
however  of  six  votes.  No  shareholder  may  return 
more  than  six  votes  irrespective  of  the  number  of 
shares  he  may  possess. 

5.  Absent  shareholders  may  be  represented  at  the 
meeting  by  another  shareholder,  who  may  vote  on 
their  behalf.  No  shareholder  may  however  act  as 
proxy  for  more  than  one  absent  shareholder. 

6.  Members  of  the  Management,  the  Directors  or 
the  Government  Commissioner  and  officials  of  the 
Bank  may  not  act  as  the  proxy  for  absent  shareholders. 

7.  A  shareholder  has  the  right  to  vote  only  after 
the  shares  have  been  registered  in  his  name  during 
not  less  than  six  months  consecutively  immediately 
preceding  the  meeting.  This  period  will  not  be 
observed  during  the  first  half  year  after  the  establish- 
ment of  the  Bank. 

8.  The  points  to  be  discussed  at  the  meetings 
shall  be  open  for  the  perusal  of  shareholders  at  all 
the  offices  of  the  Bank  in  China,  unless  certain  ol  the 
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oAces  should  be  cxcmpteil  from  this  obligation  on 
account  of  the  great  disunce  from  the  head  oflfjcc. 
Thin  exemption  shall  require  the  approv-al  of  the 
Govcmmeni  Commissioner  and  of  the  Hoard  of  Directors. 

9.  No  other  subjects  or  proposals  shall  be  discussed 
at  the  meetings  than  those  which  were  statcil  in  the 
convocation. 

la  Except  in  special  cases  the  meeting  shall  decide 
on  all  subjects  by  the  majority  of  the  votes  returned 
at  the  meeting.  If  the  votes  arc  equal  the  Chairman 
of  the  meeting  has  the  casting  vote. 

II.  On  personal  matters  voting  is  done  by  means 
of  lallot  notes. 

13.  Extraordinar)*  general  meetings  shall  be  held 
as  often  as  the  Management  of  the  Bank,  the  Government 
Commissioner  or  the  Board  of  Directors,  or  not  less 
than  10  holders  possessing  not  less  than  300  shares 
between  them,  should  desire  a  meeting  to  be  convened. 
The  convocation  to  such  extraordinar>-  meetings  is 
also  provided  for  in  the  regulations  for  the  meetings 
of  shareholders. 

.Article  35;. 

I.  The  ordinary  general  meeting  shall  l)c  held 
rvcry  year  not  later  than  three  months  after  the  date 
on  which  the  Babnce-Shect  of  the  Bank  has  been 
approved  by  the  Board  of  Directors,  or  fixed  by  the 
decision  of  arbitrators  in  accordance  with  the  regulations 
in  .Artt.  37.  38  en  39.  in  order  to:- 
d.  look  into  the  Bank's  Balance-Sheet  and  the  Profit 
and  Lota  Account  in  the  form  in  which  they  will 
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have  been  submitted  to  the  approval  of  the  Board 
of  Directors; 

b.  receive  information  by  the  reading  of  an  annual 
report  to  be  made  by  the  Management  and  by 
further  verbal  explanation  if  desired.  This  annual 
report  must  be  printed  and  copies  of  it  must  be 
supplied  gratis  to  the  shareholders,  and  also  to 
the  public,  to  the  latter  if  desirable  at  cost  price; 

c.  appoint  Directors  to  seats  which  have  become 
vacant  through  periodical  resignation  or  otherwise; 

a.     discuss  and  decide  upon  proposals  on  the  agenda. 

Article  36. 

1.  The  Management  shall  publish  a  provisional 
Balance-Sheet  once  a  week  in  the  newspapers  to  be 
indicated  by  the  Government  Commissioner. 

2.  Copies  of  such  provisional  Balance-Sheets  shall 
be  obtainable  by  the  pubHc  at  cost  price  on  application 
for  same  at  the  head  office  and  at  the  branches  and 
agencies  indicated  by  the  Censors,  after  having  given 
due  notice. 

3.  A  Balance-Sheet  of  the  affairs  of  the  Bank  shall 
be  prepared  twice  a  year  at  the  end  of  every  half- 
year.  As  soon  as  it  is  completed,  the  Balance-Shcet 
will  be  published  and  will  be  obtainable  in  the  same 
manner  as  the  weekly  Balance-Sheets. 

4.  The  form  of  the  provisional  weekly  Balance- 
Sheets  and  the  half-yearly  Balance-Sheets  must  be  sanc- 
tioned by  the  Government  Commissioner. 
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CHAPTER  VII. 

liftlance-Shtti.   Kt'srrve   I'uiul  and 
distribution  of  prollis. 

Articlr 

I .  The  Ikx>Ic!i  of  the  Banic  shall  be  closed  annually 
oa  the  clay  cor  -.^  with  the  last  day  of  March  ol' 

the  Gregorian   .  ^r.         As  soon  as  possible  alter 

tlie  books  have  been  doted  a  Balance-Sheet  and 
a  proht  and  1»»sn  account  shall  be  prepared  from  them, 
the  draft  of  which,  with  the  necessary  documents  and 
vouchers,  shall  be  submitted  as  soon  as  possible  to 
the  (iovemmcnt  Commissioner  an<l  the  Hoard  of 
Directors.  The     Board    of    Directors    shall    at    the 

earliest  possible  moment  examine  the  Balance-Sheet 
and  (N-ofit  and  loss  account  and  the  documents  submitted 
to    them.  1  he    Board    is    autiiorized    to    depute   a 

number  of  iu  meml>ers  more  particularly  to  verify  the 
vouchers  carefully  with  the  books  of  the  Hank  and 
to    rc()uirc    further    information,    if  desired.  The 

Government  Commissioner  has  the  ri^ht  to  be  present 
at  these  mcetin^^s  and  to  follt)W  the  vcrilication.  and 
he  may  ask  to  be  furnished  with  any  information  which 
would  enable  him  to  obtain  a  complete  view  of  the 
■  of   the    affairs    of   the    Bank. 

;ued  to  the  Board  of  Directors 
mhall  include  an  affidavit  sifted  by  two  persons,  local 
"fs    or    other    jiersons.    of  each    place    where    a 

*  a  or  agenc)-  of  the  Bank  is  established,  to  the 
effect  that  the  values  which  according  to  the  lK>oks 
uf  that  branch  or  aj^ency  should  be  in  the  possession 
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of  such  branch  or  agency,  after  careful  investigation 
were  found  to  be  actually  present  on  the  date  when 
the  books  were  closed. 

2.  If  the  Balance-Sheet  and  profit  and  loss  account 
submitted  by  the  Management  has  the  approval  of 
the  Board  of  Directors,  its  members  shall  sign  such 
Balance-Sheet  and  profit  and  loss  account,  a  signed 
copy  of  which  shall  be  kept  in  a  separate  balance- 
sheet  book,  and  the  Board  shall  inform  the  Management 
and  the  Government  Commissioner  of  the  fact  in 
writing. 

3.  The  Government  Commissioner  may  within 
one  month  after  the  approval  of  the  Balance-Sheet  and 
the  profit  and  loss  account  by  the  Board  of  Directors, 
bring  forward  any  objections  he  may  have  against 
them.  On  the  expiration  of  one  month  without 
any  objection  being  forthcoming  from  the  Government 
Commissioner,  the  Balance-Sheet  and  profit  and  loss 
account  shall  be  deemed  to  have  been  definitely  accepted. 
This  definite  acceptance  will  serve  as  full  release  to 
the  Management  for  their  administration  during  the 
previous  year,  without  prejudice  however  to  the  right 
of  the  Board  of  Directors  to  revoke  such  release 
should  they  at  any  time  afterwards  discover  that  one 
or  more  members  of  the  Management  had  committed 
fraudulent  actions  which  had  been  kept  from  them. 


Article  38. 

I.  If  the  Board  of  Directors  cannot  sanction  the 
Balance-Sheet  and  profit  and  loss  account  submittal  and 
if  after  consultation  between  the  Management  and  the 
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BoArd  the  bttcr  cannot  be  satisfied  on  the  point,  a 

\"r    of  hvc  arbitrators  shall  be  appointed  from 

•.i»c  sharchoMrrs  who  arc  neither  members  of 

the    Mana>;emeni  the    said    Board,  nor  are  in 

in   the  srrvi  f  of  the  Bank.         Two  of  the 

rs   shall    be  appointed  by  the  Board  and  two 

by  the    Mana^iement,   while   these  four  together  shall 

nominate  a  fifth  arbitrator.         This  body  of  arbitrators 

shall   give   a    fmal  decision  in  the  dilTcrence  between 

the  Management  and  the  Board  of  Directors. 

Article  39. 

I.  If  the  Ciovernmcnt  Commissioner  cannot  sanction 
the  Balance-Sheet  and  the  profit  and  loss  account  which 
have  l»een  approved  by  the  lioard  of  Directors,  or 
eventually  by  the  arbitrators  according  to  the  preceding 
article,  and  a  consultation  with  the  Management  and 
the  Board  of  Directors  has  not  led  the  Commissioner 
to  withdraw  his  objection,  this  difference  of  opinion 
shall  be  placed  l)eforc  a  board  of  three  arbitrators, 
none  of  whom  may  be  shareholder.  One  arbitrator 
shall  be  ap(K>inted  by  the  Government  Commissioner 
and  one  by  the  lioard  of  Directors  and  the  Manaj^cmcnt, 
and  these  two  shall  ap[x)int  a  third  between  them. 

If  the  first  two  arbitrators  cannot  agree  as  to  who 
shall  be  the  third,  this  third  arbitrator  shall  \>c  appointed 
by  thr  highest  judicial  court  in  the  Stale  of  China, 
its  body  of  three  arbitrators  shall  return  a 
iiii.i.  .'(tsion  on  the  difference  of  opinion  between  the 
Government  Commissioner  and  the  Management  of 
the  Bank,  and  will  consequently  determine  the  Balance- 
*^^' — *    tnd  profit  and  loss  account. 
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Article  40. 

1.  The  Bank  shall  create  a  Reserve  Fund  up  to 
the  amount  of  the  capital  of  the  Bank.  Should  the 
amount  of  the  capital  be  raised,  the  Reserve  Fund 
must  also  be  added  to  until  it  has  reached  a  similar 
amount. 

2.  The  Reserve  Fund  shall  be  invested  separately 
and  shall  be  kept  outside  the  business  of  the  Bank. 
For  the  purposes  of  investment  of  the  fund,  first-class 
and  easily  negotiable  foreign  securities  shall  preferably 
be  selected.  The  choice  of  the  securities  selected  shall 
be  submitted  to  the  approval  of  the  Board  of  Censors. 

Article  41. 

1.  If  a  net  profit  has  been  made  on  the  Bank's 
business  during  the  preceding  financial  year,  a  dividend 
up  to  6  0/0  shall  in  the  first  place  be  laid  aside  on 
behalf  of  the  shareholders.  The  dividend  will  be 
paid  after  the  ordinary  meeting  referred  to  in  Art.  35 
has  been  held  in  which  the  approved  yearly  balance- 
sheet  has  been  laid  before  the  meeting  of  shareholders. 

2.  If,  after  this  amount  of  6  0/0  o'"^  ^^e  share  capital 
has  been  deducted,  any  profit  should  remain,  this 
surplus  shall  be  distributed  in  the  following  manner  :- 

I.  25  0/0  of  this  surplus  is  to  be  paid  into  the 
Reserve  Fund  until  this  fund  has  reached  the  amount 
of  the  Bank's  capital;  when  and  as  long,  however,  as 
the  fund  has  reached  and  remains  at  that  figure,  only 
10  0/0  of  this  surplus  is  to  be  paid  into  the  fund. 

II.  25  0/0  to  be  paid  as  bonus  to  the  Management, 
the    Board    of  Directors   and  a  separate  amount  of  it 
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to   the    iioanl    of  Ccnsupi.    to   the    Managers   of  the 
;  agrncics  and  further  officials  of  the  Bank 
ii  i  l>c  due  to  ihcm  according  to  regulations 

made  by  the  Management  in  agreement  witti  the 
lk>ard  of  Directors. 

I'he  basis  u(  distribution  of  this  bonus  among  the 
various  groups  of  [M:rsons  and  officials  shall  be  drawn 
up  by  the  Management  with  the  approval  of  the  Bi)ard 
ol  Directors,  and  they  shall  determine  what  portion 
of  the  25  %  shall  be  |xiid  to  each  group  of  these  persons 
collectively.  The    distribution    among    the    officials 

01  the  Bank  according  to  their  duties  and  merits,  of 
the  proportion  allotteii  to  the  groups  of  officials,  shall 
be  determined  by  the  Management  in  agreement  with 
the  Board  of  Censors. 

The  basis  of  distriiiution  to  each  group  shall  l>e 
revised  every  three  years  in  a  combined  meeting  of 
the  Management  an  1  the  lioard  of  Directors,  in  order 
to  judge  whether  any  amendments  should  be  madc 
therein. 

HI.     2S'^n  to  be  paid  to  the  Stale. 

1\       :>  '0    t"    l>c    f)aid    to    the    shareholders   as   a 
fUar\    dividend. 

<»n  and  as  long  as  the  Reserve  I*  and  has 
reached  the  same  amount  as  the  capital  the  1 5  <^/o 
which  then  remain  will  l>c  paid:- 

-'/.     10%  to  the  Sute,  and 

/f.     5  <>  0   an   a    further   supplementary    dividend    to 
the  shareholders. 
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CHAPTER  VIII. 

The  amendment  of  Statutes. 

Article  42. 

1.  Amendments  in  the  Statutes  may  be  effected  at 
the  proposal  of  the  Management  or  of  at  least  50 
shareholders  possessing  collectively  not  less  than 
1000  shares.  The  advice  in  writing  of  the  Board  of 
Directors  shall  be  obtained  on  the  proposed  amendments. 

2.  The  proposed  amendments  must  be  open  to  the 
perusal  of  the  public  at  all  the  offices  of  the  Bank. 
The  shareholders  shall  be  supplied  gratis  with  a  copy 
of  the  proposed  amendments,  and  persons  not  being 
shareholders  may  obtain  copies  at  cost  price. 

3.  The  proposed  amendments  must  be  submitted 
to  a  meeting  of  shareholders  to  be  convened  not  less 
than  three  months  beforehand  by  announcement  in 
newspapers  at  home  and  abroad  to  be  selected  by  the 
Board  of  Directors. 

4.  This  meeting  of  shareholders  shall  only  be 
authorized  to  pronounce  an  opinion  on  the  proposed 
amendments  if  not  less  than  two-thirds  of  the  shares 
issued  are  represented  at  the  meeting,  and  valid 
resolutions  regarding  the  proposed  amendments  must 
be  passed  by  a  majority  of  not  less  than  two-thirds 
of  the  votes  returned  at  the  meeting. 

5.  If  at  least  two-thirds  of  the  shares  of  the  Bank 
already  issued  are  not  represented  at  this  meeting,  or 
if  two-thirds  of  the  votes  returned  at  the  meeting 
are  not  in  favour  of  the  proposed  amentlmcnt,  the 
proposals  will  be  kept  in  consideration  and  may  agam 


be  brought  forward  at  a  new  meeting  of  shareholders 

which  is  to  be  convened  at  a  date  not  \css  than  three 

months  and   not  more  than  six  months  after  the  first 

tnrciing.         At  such  a  second  meeting;  the  shareholders 

will    have   the    right    to    {xiss    valid    resolutions    with 

regard   to   the    proposed   amendments,    irrespective  of 

the    number    of   shares    represented    at   that  meeting. 

Not  less  than  two-thirds  of  the  votes  returned  at  that 

ire    however   re<|uircd    for  the  acceptance  of 

.  imcnts. 

6.      rhe  Government  Commissioner  has  the  right  to 

'       I    to  the  proposed  amendments,  and  he  shall  be 

;  i    to   give    his    views    on    the    subject  at  each  of 

i:\r  aforesaid  meeting 

!'   'V      (jovcmmcnt   Conuiussioncr  votes  against 

i    amendments    at    a    meeting    in    which 

valid   resolutions   may   be   passed,   they   shall   for  the 

being     be     considered    to    have    been    rejected. 

the  space  of  one  year  from  the  last  meeting  the 

Management    may    however   once    more    submit    the 

proposal    to    the    shareholders    as    if   it    were  a  fresh 

firoposal.         If  the    Government    Commissioner  again 

votes   against    the    pro{)osals.    the    proi>osals  shall  be 

considered  to  be  definitely  rejected. 


CHAPTKR  IX. 

HegulAtions  relatiny  to  the  period  oT 
transition. 

Article  43. 

I.     As    mentioned    in    Art.    3    (2)    the    banks    and 
lunkers  who  at  present  possess  the  privilege  of  issuing 
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bank-notes  in  China  will  be  deprived  of  this  privilege 
as  from  a  certain  date  to  be  determined  by  the 
Government,  which  date  shall  not  be  earlier  than  one 
half-year  and  not  later  than  three  years  after  the 
promulgation  of  a  law  on  the  subject, 

2.  The  Government  shall,  in  agreement  with  the 
Management  of  the  Bank,  appoint  a  commission  whose 
special  duty  it  will  be  to  facilitate  the  withdrawal 
from  circulation  of  the  notes  of  bankers  and  banking 
concerns  other  than  the  Central  Bank  of  China. 

The  Management  of  the  Bank  must  be  represented 
on  this  liquidation-commission  by  at  least  three  persons. 

3.  The  methods  of  procedure  to  be  employed  by 
this  liquidation-commission  shall  be  laid  down  in  laws 
to  be  promulgated  later.  The  commission  shall  in 
the  execution  of  its  duties  make  as  much  use  as 
possible  of  the  Central  Bank  of  China. 


Appendix  C. 


Draft  regulations  for  holders  of  accounts 
current  at  the  Central  Bank  of  China. 


While  at  the  Bank  of  Java  I  made  a  special  study 
of  the  conditions  and  regulations  for  holders  of  current 
accounts  and  I  drew  up  the  General  Regulations  for 
that  bank  of  issue  and  have  put  them  into  practice  for 
more    than  six  years.  During  this  period,  with  the 

exception  of  a  few  alterations,  they  have  proved  to 
be  most  practical  and  efficient.  Whereas  these 
General  Regulations  are  not  only  applicable  to  a  bank 
of  issue  in  the  Netherlands  Indies  but  also  contain 
the  fundamental  principles  which  practically  every 
bank  of  issue  could  lay  down  in  respect  of  its 
customers,  I  have  taken  these  General  Regulations 
as  a  basis  for  the  following  draft  for  the  use  of  the 
Central  Bank  of  China,  particularly  as  I  am  now,  after 
an  experience  of  more  than  six  years,  convinced  of 
their  efficiency. 


Draft  of  general  conditions  and  regulations 

for  keeping  an  account  current  with 

the  Bank  of  China. 

I.  The  Central  Bank  of  China  will  open  a  current  account  in 
the  name  of  any  individual  of  good  repute  who  can  establish  his 
identity  to  the  satisfaction  of  the  Bank. 
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9.    Tb«  hoider  ..ccouot  (hereioa/ier  called  the  customer 

or  the  dcpoettor)  mij  >1.i;m»<  of  the  balaocc  of  bU  current accouot 
Off   oo  mteonnx  of  toy  credit  granted  to  him  agatott  the  deposit  of 
fnmcrctal    |>ap«r,   goods,  commodities  or  mercbaodtse, 
•>n,    or    sh;;  {)in^  and  storage  documents  rrpreseotiog 
i»«ai,  !  'V  or  any  other  aecurity,  at  the  oHice  of  the  Bank 

where   '.  cat  was  made,  by  receipt  or  cheque,  by  drawing 

Ulls  oo  same,  by  transfers,  l>y  making  bills  and  other  commercial 
paper  payable  by  the  Bai.k  against  such  account,  by  means  of 
remituocea  or  telegraphic  tranticrs  payable  at  other  otlicea,  and  io 
any  other  way  which  may  be  agreed  upon  later. 

TrAAifers    to,   or    the    disposal   of  funds  or  telegraphic  {tayroeots 

i- .    c'.cr    oflcrt.  «ill  be  effected  in  accordance  with  the  rules  and 

cly    published  by  the  Central  Bank  of  China,  in 

^..    H...    .  ,-    ;.;.i>:'.r.l    t;;c    t -i'e   ai   pii  i  anw'c    il-.oiili!    tntrc    lip  anv 

occasMM  to  do  so 

3.  The  Central  Itank  of  China  will  supply  on  application  cheque 
books  and  transfer  forms  to  be  used  to  withdraw  money  from  the 
or  to  effect  transfers  to  another  account.  The  customer  i« 
le  for  any  roisase  by  unauthorized  (persons  of  the  said 
or  transfer  forms  and  ts  liable  for  the  conset]uences  of  such 
Customers  are  therefore  urgently  recommended  to  prevent 
the  said  cheque  books  or  transfer  forms  from  coming  into  the 
of  unauthorized  persons. 


4.  The  Central  Bank  of  China  doct  not  accc]>t  commercial  juj^r. 

5.  The   Central   Bank  of  China  will  close  the  accounts  current 
■  fear,  via.,  on  the  30th.  of  September  and  the  31st.  of  March 

accoediag  to  the  (iregorun  Calcnclar,  and  will  then  calculate  and 
chargt  interest,  commuston,  the  cost  of  posuge,  telegrams,  telephone 
■MMifa*  aad  similar  ei|>cn»es. 

Tht  CMlomer  may  on  application  have  his  account  current  closed 
00  aaocher  flaie,  e.  g  ,  on  the  jist.  of  December.  On  closing  the 
arro9»i  »h#  Central  Bank  of  China  will  send  the  customer  a  sutemeni 
of  -  of  the  account  current  and  a  statement  showing  what 

se  n  the  safe  custo«ly  or  adm;nistraiion  of  the  Bank   or 

fSc{«j^iini  iQ  ple<lge  against  loans  with  the  Bank.  If  the  customer 
beUeves  the  suiemcot  of  account  not  to  be  correct,  a  detailed  account 
cvrreat  vtU  be  sappUed. 
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6.  The  Central  Bank  of  China  will,  at  the  offices  indicated  by 
the  Bank,  undertake  the  custody  of  coin,  bullion,  and  other  precious 
metals;  diamonds,  securities,  documents  and  other  objects  of  value 
the  custody  of  which,  in  the  vaults  of  the  Bank,  is  desired  by  the 
applicant.  These  objects  may  be  placed  in  "open"  or  ''sealed" 
custody  of  the  Bank.  Objects  will  only  be  accepted  in  sealed 
custody  if  they  are  packed  in  iron  or  steel  chests,  metal  or  wooden 
cases,  trunks  or  metal  boxes,  in  good  condition,  furnished  with  a 
proper  lock.  The  Central  Bank  of  China  may  demand  at  anv 
time  that  the  contents  of  such  chests  or  boxes  be  shown,  and  that 
they  shall  for  the  purpose  be  opened  in  the  presence  of  one 
of  the  Bank's  officials,  in  order  to  ascertain  either  the  nature  or 
the  value  of  the  objects  placed  in  the  sealed  custody  of  the  Bank. 

7.  The  charge  made  for  such  closed  custody  shall  be  calculated 
either  according  to  the  value,  to  be  determined  in  agreement  with 
the  Central  Bank  of  China,  or  according  to  the  dimensions  of  the 
parcel.  The  Central  Bank  of  China  shall  decide  on  what  basis 
the  value  of  the  objects  shall  be  calculated. 

8.  The  Central  Bank  of  China  will  on  application  undertake 
the  administration  of  securities  which  are  deposited  in  the  open 
custody  of  the  Bank  or  left  as  pledge  against  loans  in  any  shape  or 
form.  The  charges  made  for  such  custody  will  be  higher  than  if 
the  securities  are  placed  in  the  custody  of  the  Bank  without 
administration.  In  the  case  of  the  administration  of  securities 
deposited  as  a  pledge  against  advances  in  account  current  or  in 
any  other  form,  the  interest  on  such  advance  shall  at  least  equal 
the  amount  that  would  be  charged  only  for  placing  the  same  securities 
in  safe  custody  with  administration  for  a  similar  period.  If  the 
interest  on  the  loan  is  less  than  such  amount,  an  additional  charge 
will  be  made  which,  added  to  the  aforesaid  interest,  will  equal  the 
full  fee  for  custody  and  administration. 

If  the  Central  Bank  of  China  has  assumed  the  administration  of 
securities  placed  in  its  custody  or  deposited  in  pledge  the  liank 
will  cut  off  coupons  and  dividend-warrants  and  will  cash  same;  it 
will  cash  redeemable  securities  and  will  receive  payments  on  them, 
obtain  coupon  or  dividend  sheets  against  the  delivery  of  the  talons, 
will  etfect  the  conversion  of  securities  and  will  exercise  claims  and 
other  rights  of  preference;  it  will  compare  the  numbers  of  the 
securities  with  those  drawn  in  connection  with  the  redemption  of 
same,    all  of  which  shall  be  done  at  special  rates  should  the  Bank 


2S4 
The  Mle  or  porchatc  of  cUima  and  the 

u!    tr.     r   .  rt    l|aiO»l    thc    fuk    of    bciOg  lllAWO  oui,  »U)  ooljT 

by  ih«  liaok  at  thc  cx{}licit  rrquctt  of  the  owner  of  the 
MosntK*.  Thc  Ccotrai  lUok  of  Chma  will  pay  the  utinoat 
pOMibk  attcfilioo  to  thcac  traoaactioD*,  but  will  however  be  in  do 
way  liable  for  hAviog  omitteti  to  eiercise  in  time  any  ri^ht  the 
ir^<ni:nf  mst  po«i«a.  The  ilepotiior  i«  therefore  recoinroeodeil, 
to  k*ep  the  Central  Hank  of  China  advited  in 
c*.  |«fticularly  with  regard  to  ex<epiioiud   kiods 

Q.  Tt>«  Cen:rii  li-tok  o(  CotnA  wUl  devote  thc  tame  care  aiid 
aitccttoo  to  articles  plared  id  ita  cuftody  or  which  it  has  io  pledge, 
at  It  doca  to  lU  own  property,  but  it  will  not  take  any  responsibility 
btyvod  thta.  The  heatl  office,  the  branches  and  the  agerries  of 
the  Bank  art  autboriied.  if  in  their  opiniuo  there  should  be  toy 
rrttoo  to  '\o  to,  to  remove  the  projKrty  in  their  custody,  even 
■  ■  -  L  ^  ^dge  or  sanction  of  the  ilepc>sitor,  to  another 
tral  Bank  of  China  or  to  another  place,  at  the 
capcnte   aod    rut  of  the  depositor.  The  depositor  will  however 

be    advise  1    of    such    removal    within  twent\  four  hourw,  if  such  la 
poa^tblr.  This  power  of  the  Hank  to  remove  property  may  never 

be  coosideretl  an   obti^ation   in    thr    catr   of   war    or   an\    other  cvrnt 
whatsoever 

to.  Thc  rcguiatioos  and  taiiM  of  i  hargct  lor  both  upcu  aod 
■talH  r-rjstryfy  or  the  defiostt  of  security  with  adn>iDi<«tralioD  or 
•«•  i<  laid  down  by  thc  Central  bank  of  China,  and  may 

be  at    any    time.         Any    aitcration    of  the  UrifT  will  b« 

apfMirri  to  ciepotiia,  then  in  the  poascasion  of  the  Hank,  after  the 
eapiratioD  of  the  current  su  months  on  the  30th.  of  September  or 
jist  of  March.  Copies  of  the  rules  and  regulations  relating  to 
lU  in  the  caaiody  of  the  flank  shall  be  obuinable  at  all  the 
9i  the  Central  tlank  of  China.  Any  changen  in  the  regit- 
w»U  be  publtshol  in  the  Sute  Gaictte  or  othar  ofUcial 
M«spap«r  to  be  indicated  by  the  Board  of  Censors  and  approved 
by  tbt  Government  Commissioner,  in  which  paper  or  pa(>ers  notice 
win  be  given  that  printed  co{nes  of  the  altered  regulations  are 
at  the  oAces  of  the  Central  Rank  of  China. 


II.     II   the    fee    for    the    coatody    of    any    object  ia  calcolatcd 
to  the  value  agreed  upon  between  the  depositor  and  the 
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Bank,  the  charge  will  also  include  an  insurance  premium,  i.e.. 
insurance  against  the  ordinary  risks  of  fire  and  burglary,  so  that 
the  depositor  is  insured  against  these  risks  by  the  Central  Bank 
of  China.  If  sealed  deposits  are  charged  for  according  to  size 
only,  the  insured  value  will  be  considered  to  be  the  fixed  amount 
of  325  (or  50  new  units)  for  every  cubic  metre  of  space  or  portion 
thereof  occupied  by  the  deposit,  and  the  Central  Bank  of  Cliina 
will  not  accept  any  liability  for  the  loss  of  property  exceeding  this 
amount  in  value,  even  if  the  depositor  should  prove  that  the  deposit 
was  of  greater  value  than  such  amount. 

12.  In  the  event  of  general  catastrophes,  such  as  floods, 
earthquakes,  volcanic  eruptions,  war,  riots  or  similar  circumstances 
in  which  large  numbers  of  people  are  simultaneously  exposed  to 
sudden  danger,  the  Central  Bank  of  China  will  not  be  responsible 
to  the  depositors  for  the  damage,  loss  or  destruction  of  the  deposits 
under  such  circumstances,  unless  it  can  be  proved  that  the  Bank 
did  not  take  the  necessary  precautions  in  its  power.  This  also 
applies  to  the  removal  of  deposits  to  another  place,  as  mentioned  above. 

13.  Depositors  may  have  their  securities  kept  at  any  office  of 
the  Central  Bank  of  China  or  elsewhere,  with  the  sanction  of  the 
Management.  For  the  custody  or  administration  of  securities 
elsewhere  than  at  the  place  where  the  depositor  resides,  no  extra 
fee  will  be  charged  unless  the  Bank  itself  should  be  put  to  any 
expense  in  consequence.  If  securities  are  left  in  the  care  ot 
offices  other  than  those  of  the  Central  Bank  of  China,  for  which 
the  express  sanction  of  the  Bank  is  required  and  which  sanction 
may  be  revoked  at  any  time,  the  Bank  of  China  will  assume  no 
responsibility  whatsoever  in  connection  with  such  securities  or  for 
those  other  persons  or  offices,  but  may  nevertheless  charge  its  full 
tarifif  of  fees. 

14.  For  the  convenience  of  its  depositors,  the  Central  Bank  ol 
China  is  prepared  to  undertake  the  purchase  or  sale  of  securities 
for  investment  purposes  in  China  or  on  foreign  Stock  Exchani^cs. 
Any  orders  will  always  be  executed  through  bankers,  brokers  and 
jobbers  to  be  selected  by  the  Central  Bank  of  China  or  if  selected 
by  the  depositor,  they  must  be  approved  of  by  tlie  Bank.  The 
Bank  however  assumes  no  responsibility  whatever  with  regard  to 
the  said  persons  entrusted  with  the  execution  of  orders,  even  if  they 
were   selected    by    the   Bank  itself,  nor  for  the  proper  execution  01 
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Mcll  ofdtn,  tMtSf  tlMtf  Ik*  Baak  oaljr  oodertakes  iheir  irantroiuion 
lot  tlM  coatr«nk«c«  of  its  onlooert.  The  Hack  will  rharfte  its 
dcpctttora  «)th  the  rott  of  iotoraaec,  pottage  acd  coaln1l»^ioo 
,v..^.«  (/>  iKe  lUok  itaelf  but  over  aod  above  this  the  llack  will 
■  on  o(  a  per  thouuind  oo  the  oomioal  amouni  up 
u  i*t  .».  .v-».*c  o(  th«  •rcuritiea  told  or  purchased,  and  if  above 
p«r.  oo  the  actual  amount  paid.  The  Bank  may  decline  to  carry 
eat  any  ordert  given,  without  ttating  any  reason  for  luch  re<  •'•i 
The  accepuorc  or  transrowwon  of  or«leri  by  telephone  or  tel^ 

'  '  done  eiclusivrly  at  the  ritk  of  the  depositor.  Pu»»i.a.<. 
:v  be  made  a«  far  as  the  balance  io  the  favour  of  the 
•:r;ci.'or  or  his  credit  allows  for  the  payment  of  the  purchase  nuide, 
aad  the  sale  only  of  securities  which  are  in  the  pot»es»>on  of  the 
Cc8tr»l  Baak  of  China  or  of  third  parties  oo  its  behalf,  and  are 
ID  good  cooditioo. 

Pvrhasc  or  sale  of  securities  in  foreign  countries  will  always  be 
dcvmed  to  have  b^f^  effected  subject  to  the  rules  and  customs  oo 
the  point  in  :ch  countries. 

15.     Thr  ^r.k  of  China  undertakes  the  cashing  of   bills 

aod   other   t  =  lion  of  moneys,  both  in  China  and  forrifn 

cooRtries.    c>;i    -  i'    .r-.t    of  cororoistion    and   the   rate   of   ei 
ftse«i  ID  the  rr,  :    •.       ^  The  Bank  will  devote  the  uiroo 

•ad  attcatioo  to  'Hr  -  ■■'■■•  es  and  will  as  far  as  )K>ssible  have  ihe 
paper  protested  m  ,  '..-nc  should  such  ht  desired.         The  Bank 

■uy  however  never  be  held  rcs{>onsiblc  for  neglecting  to  protest 
ia  time  wrrn  thit  was  dc«iretl.  nor  for  the  protest  by  later  holders 
•ItboQ,  «as  made  out  'without  protest",  nor  for  any  expense 

iacurre ...:;|  same  and  all  such  ex{)ense  and  loss  will  be  charged 

to  th«  depositor,  unless  it  be  proved  that  any  loss  was  doe  to  the 
Mglifisc«  or   ofDusioo   on  the  (xirt  of  the  Central  Bank  of  Chioa. 

•ft.  If  the  Bank  is  re<]u«sted  to  present  bills  for  acceptaoce,  it 
•MBSMt  DO  respoosibtlity  whatsoever  with  regard  to  the  genuineness 

ci  tbe or    as  to  the  regularity  of  the  acceptance,  when 

■Qch  •-  '  teemed  to  be  correct. 

17.      If  the  Baak  is  requested  to  accept  or  deliver  shipping  and 

r    -• 't.    the   Central    Bank    of   China    will    aataroe    no 

i- toever  with  regard  to  the  genuineness,  completeocts 
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iS.  The  Central  Bank  of  China  does  not  supply  any  information 
as  to  the  standing  of  persons,  exxept  in  special  circumstances  at 
its  discretion. 

19.  The  Central  Bank  of  China  is  prepared  to  pay,  on  behalf 
of  persons  not  being  depositors,  bills  and  other  commercial  paper  at 
its  ofifices,  provided  the  means  wherewith  to  meet  such  paper  is 
deposited  at  the  office  where  the  payment  is  to  be  made,  together 
with  a  commission  of  two  per  thousand  (minimum  50  dollar  cents 
or  I  unit)  not  less  than  a  day  before  the  date  on  which  the  paper 
is  due. 

20.  All  securities,  commercial  paper,  merchandise,  warrants  and 
bills  of  lading  and  other  valuables,  real  or  personal  property  which 
the  Central  Bank  of  China  has  received  and  holds  on  any  ground 
whatsoever,  or  which  are  held  by  third  parties  on  its  behalf  in  any 
form  whatsoever,  or  which  are  transferred  to  the  Bank  by  depositors  or 
others  on  their  behalf,  shall  serve  as  security  for  the  due  payment 
of  all  sums  which  the  depositor  may  have  drawn,  by  way  of  advance 
in  account  current,  by  means  of  bills  or  acceptances,  endorsement 
of  commercial  paper  in  the  hands  of  the  Central  Bank  of  China, 
or  for  the  payment  of  any  debts  which  he  owes  or  may  owe  later 
to  the  Central  Bank  of  China.  A  blank  endorsement  or  signature 
will  secure  to  the  Central  Bank  of  China  all  rights  issuing  from  the 
bill  or  from  the  full  transfer  of  other  commercial  paper. 

21.  From  the  above  liability  are  however  excepted  any  securities 
deposited  with  the  Bank  for  the  purpose  of  exchanging  same  or  of 
receiving  dividend,  or  of  changing  the  coupon  sheets,  unless  such 
are  expressly  deposited  in  pledge  with  the  Bank,  and  further  any 
property  which  is  simply  placed  in  the  custody  of  the  Bank,  the 
depositor  not  owing  the  Bank  anything  on  account  of  such  custody 
but  the  commission  and  other  expenses.  This  regulation  is  without 
prejudice  to  the  right  of  the  Central  Bank  of  China  to  retain  such 
property,  or  to  any  conditions  stipulated  in  special  agreements  or 
deeds  made  between  the  depositor  and  the  Bank.  In  case  of  the 
Bank  having  to  indemnify  itself  by  disposing  of  the  security,  the 
Central  Bank  of  China  will  determine  in  what  order  the  various 
parcels  are  to  be  sold. 

22.  The  Central  Bank  of  China  reserves  the  right  to  charge 
the  depositor  with  the  value  of  any  commercial  paper  signed  by 
the  depositor  either  as  drawer,   acceptor  or  endorser,   and  endorsed 
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to  Um  Baak  ctihcr  by  lh«  deponior  himiclf  or  by  another 
holder  o4  the  bUl.  in  the  eveot  that  tach  a  bill  has  bc«a  prototed 
bv  rtaaoo  o(  iH)o*p«)rmcot  oooacrepiance  or  lack  of  tccunty, 
lof«tbcr  with  any  coat  o{  luch  protest,  without  returniog  (he  papet 
aad  *tih  the  eipress  reacrvatioo  that  the  Bank  may  enforce  iu 
.  r>|  from  torh  p^pcr  upon  all  the  ngnatonet  to  the  paper, 
of  the  iie|>o«)tor'i  liability  for  the  amount  of  »uch  peper 
VI-  k  «..  ripcairs^  On  full  tettlement  of  the  Rank's  claim  by 
third  partiea,  the  Central  Hank  uf  China  will  remove  from  the 
dcpoaitor't  account  the  amount  ihtit  debited  to  it. 

ty     An  advance  or  credit  for  whatever  period  it  is  granted,  may 

be    recaiied  by   the  Central  Utnk  of  China  immediately,  regardleas 

of    the    period    for   which    it  was  contracted,  and  the  debt  vill  be 

recoverable  without  delay  if  the  financial  standing  of  the  depositor 

should  be  obviously  impaired.         This  will  m  particular  be  deemed 

to  be  the  case  if  the  depositor  stofn  payment  or  announces  that  he 

wdl    do    to,    if  any  |viper  acceptetl  by  him  was  protested  for  non 

paimeni,  if  he  applies  for  surcease  of  payment,  or  if  legal  distraint 

t    .4id    upon    his    goods.         In    these    cases,    the  Central  Bank  of 

«  ..M  msv,  twenty  four  hours  after  having  duly  advised  the  depositor, 

>  dispose  of  the  security  in  its  possession,  subject  to  any 

'.    which    have    been    made    upon    this    point    in  special 

which  special  agreements  shall  take  precedence  of  theae 

-^. 

-  i  Antral  Bank  of  China  if  authorised  lo  cause  to  be  stamped 

.r  or  other  fiscal  stamps  all  securities,  commercial  paper 

'  (    which    may    be    deposited    at    the  lUnk  or   are  in  the 

of  others  on  its  belialf,  and  which  according  (o  the  laws 

rv  where  these  securities  are  ke|>t,  are  liable  to  slanp 

■>'■   behalf  and  at  the  expense  of  the  depositor,  should 

ove  to  be  necessary. 

The   Ceatral    Hank    of   China    will    not  open  any  account 

f   undertake    the   custody    or    accept   as  security  property  of, 

o    the    name   of   institutions,    aocieiiet,  corporations  or  firms 

•\  arc  not  legally  incorporatetl.         Such  l)0<iies  of  persons  may 

<'"-    their    acroucts    opcne<l  in  the  name  of  one  or  more  of  their 

rr»   «icrs   Of   other   persons,   provided    no  mention  is   made  of  the 

*   «<  >ty  of  those  persons,  as  the  Central  Hank  of  China  cannot  take 

MKR  «|— irtkiOaa  into  consideration.         I-egally  incorporated  bodies 
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and  firms  may  open  an  account  in  the  name  of  the  corporation 
or  firm,  if  they  will  indicate  who  shall,  with  regard  to  the 
Central  Bank  of  China,  be  entitled  to  draw  upon  the  account  and 
sign  acquittances  on  behalf  of  the  body  corporate.  Such  indication 
will  remain  in  force  until  the  Central  Bank  of  China  has  been  advised 
in  writing  that  such  person  is  no  longer  entitled  to  sign,  and  the 
Bank  will  be  acquitted  from  any  liability  for  any  payments  made 
to  such  person  or  persons  until  the  revocation  in  writing  has  been 
received  by  the  Bank. 

26.  In  the  same  manner,  the  appointment  of  a  proxy  or  attorney 
in  any  form  whatsoever,  made  by  the  depositor  in  connection  with 
his  account,  shall  remain  in  force  until  the  Central  Bank  of  China 
has  been  advised  in  writing  that  it  has  been  revoked.  Until  such 
time  as  the  Bank  has  received  this  written  advice,  it  shall  not  be 
liable  for  any  payments  made  to  such  proxy  or  attorney  duly 
receipted  by  him. 

27.  The  Central  Bank  of  China  is  also  prepared  to  open  an 
account,  to  undertake  the  custody  of  property  of,  or  accept  security 
in  the  name  of  more  than  one  individual,  but  not  exceeding  three, 
on  the  condition  that  the  co-operation  of  more  than  one  person  is 
required  for  the  disposal  of  the  deposit  and  provided  it  is  arranged 
to  the  satisfaction  of  the  Central  Bank  of  China,  who  shall  be 
entitled  to  draw  from  the  account  in  case  of  the  absence  or  decease 
of  one  or  more  of  the  parties. 

28.  The  Central  Bank  of  China  will  also  open  an  account,  or 
undertake  the  custody  of  property  for  or  accept  security  in  the  name 
and  on  behalf  of  more  than  one  individual  but  not  more  than  three, 
on  the  condition  that  each  of  the  depositors  as  personal  creditor 
may  draw  the  entire  balance,  credit  or  securities  of  the  account, 
and  that  the  acquittance  of  one  individual  alone  will  serve  the  Bank 
in  lieu  of  full  discharge  and  release  in  respect  of  the  others,  provided 
that  each  of  the  said  personal  creditors  shall  mutually  appoint  each 
other  to  be  each  other's  executor  in  case  of  the  decease  of  either 
of  them,  and  that  such  executor  shall,  with  regard  to  the  Bank, 
have  the  right  to  take  possession  of  their  estate.  This  appoint- 
ment of  executors  may  only  be  revoked  with  the  full  cognizance 
and  sanction  of  the  Central  Bank  of  China. 

29.  If  any  account  with  the  Bank  is  opened  in  the  name  of 
persons   in  their  capacity  of  guardians,  trustees,  executors  or  other 

10 
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.'.It*  reeocniicd  by  Uv,  the  OotnU  U«ok  o(  Chma  may,  erery 
;.»^    the    •CCOOOt    11   >i.'A«n   iittoD    (IrtuAtvt   t*;oof  liiAl   the   i>cr\on  is 

tull  is  foactioe. 

30.     Ob    lh«    dccc4»C    ul   a   ilrjK>.jtor    the   (  cntr»l    I'-anL   o(   Lhtns 

M«v   «t»wiand   aa    odicuU   eitrart    fri>m    the  will  of  the  drceucd  or 

-     ;  roof  at  ii«  .  in  order  to  a*ccrtaio  who  are  the 

Aftrf  :.  Ictl    the   property  of  the  clcccaic<l 

!  la  Uic  will  or  other  documrotary  proof,   or 

xl  iUnk  of  Chios  will  be  fully  rrlcasetl  from 

iity  with  regard  to  such  account.         The  iiaiik  will  also 

'.    from    any    further    liability    when  the  \>to\>ctiy  of  the 

rrn   flelivered   to   the  executors  having  the  right   to 

.     ..f  the  estate. 

<ttcc«  and  communications  addressed  to  depositor*  shall 
tie  .'.r'::,^i  to  ha»e  been  duly  sent  by  the  Bank  and  received  by 
the  <!e:ouior  if  they  were  addressed  by  registered  post  to  the 
«I<--->»»t"r*-  ■    '.  known  to  the  Central  Bank  of  Chioa. 

r  *ite   agree<l  ufwn  ever)   depositor  shall  select 

'    -    service    on    business   connrrtc<l   with  the  Baok  in 
(  yhce  of  the  Central  Bank  of  China  where  he  opened 

th«    acrouoL  At   that  address  the  Central  lUnk  of  Chioa  may 

r*i^^    ^-\    \r-'t\    «n.t    other    writs  ami  summons  to  be  servetl  upon 
<>f  which  will  t>e  forwarded  by  registered  post 
1-.    .  .  ...    .   w^  ,  ^..  ,;r%%  as  described  in  the  preceding  paragraph. 

aad  the  liank  shall  not  be  obliged  to  prove  having  forwarded  same 
ia  court  of  lav.  This  address  for  service  <ihall  be  transferred  to 
th«  k|al  heirs. 

5J.     The  Central  Bank  of  China  reserves  the  right  to  make  any 
dMaga  ia   these  regaUtioos.  Due  notice  will  be  given  of  soch 

chaage  10  accordance  with  paragraph  10. 


Appendix  D. 


On  the  annexation  of  Formosa  and  Korea,  Japan 
was  faced  with  similar  conditions  in  monetary  matters 
as  are  now  awaiting  solution  in  China.  It  is  therefore 
most  interesting  to  see  in  what  way  Japan  solved  the 
problem,  and  one  can  see  how  it  was  done  from  the 
extracts  quoted  below  from  an  official  Japanese  public- 
ation "The  Thirteenth  Financial  and  Economic  Annual 
of  Japan,  191 3".  From  this  publication  it  appears  :- 
I.     That    in    Formosa    and    Korea,    even   after   the 

introduction  of  the  theoretical  gold  standard,  silver 

on   the    silver    basis   remained   in    circulation   as 

well  as  gold; 
II,     that  side  by  side  with  the  gold  standard  bank-notes 

payable    in    silver   coin    on    a    silver  basis  were 

also  in  circulation ; 

III.  that  in  those  regions  Government  taxes  were 
also  payable  in  silver,  notwithstanding  the  fact 
that  the  Japanese  Government  had  adopted  the 
gold  standard; 

IV.  that  bank-notes  in  very  small  denominations 
were  brought  into  circulation  and  were  readily 
accepted  by  the  population.  In  Korea,  bank-notes 
of  50,  20  and  even  of  10  Sen  were  issued  (one 
Sen  is  the  looth.  part  of  the  Japanese  Yen). 
Since  1905  however  the  issue  of  bank-notes  of 
50  Sen  and  less  has  been  discontinued,  but  notes 
of  I  Yen  are  still  being  issued. 

When,    after    the    war    with    Russia,    a   part  of  the 


province   of  Kwantung  came  under  ihc  suzerainty  of 

the  Japanese  Government  was  also  faced  with 

.ct   that  the  silver  standard  was  in  use  in  those 

-i«.  and  althouj^h  Japan  introduced  its  own  j^old 

cu*n  and  jjold  notes  into  that  province,  silver  remained 

in  circulation  ♦*'<1'-  ^^    ^i  I'-  wit"',  this   LiDmcs-  tiuvlium 

of  circulauon 

rhc  following;  coinuuimcanon.  cxiracicd  iruin  The 
I'inanci.il  and  Economi<-  Arv.uil  n(  \:\u:\iy  low"  will 
amplify  the  above. 


1-  DkMoSA. 

LurrcMcy  System  of  Ft^rmosa. 

Ah  re.jar.ls  the  currency  system  of  Formosa,  up  to 
October.  1908,  recognition  was  jjivcn  to  the  circulation 
at  the  market  price  in  jjold  of  the  silver  yen  similar 
to  that  in  circulation  in  Japan  Proper  until  the  revision 
of  the  Coioa>;e  I^w  in  1897;  but  the  exchange  of 
silver  was  brought  to  a  conclusion  at  the  end  of 
1909,   and    in    the    same    month   of   191 '.    the 

:^c  I^w  wa-H  brought  into  operation,  so  that  the 

•yHem    in    l-'ormona   is   now,    in    business   practice  as 

well  -.V.  absolutely  identical  with  that  in  force 

in  Jai^-.      .  ; .  -jcr. 

The    iiank    of   Taiwan    issued    at    first    bank-notes 

vcr  vr«:  but  these  notes  were,  upon 

....   currency   system,   withdrawn  from 

by    December.    1909.         The    l>ank    now 

(•MACS    l*ank«DOtcH    convertible    into    gold    coins    and 
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holds  as  conversion  reserve  gold  and  silver  coin 
and  bullion  to  the  same  amount  as  that  of  the  notes 
issued ;  it  may  further  issue  notes  to  the  amount  of  yen 
10,000,000  (£  1,024,275)  on  security  of  reliable  securities. 
Should  it  be  necessary  to  issue  notes  over  and  above  the 
amounts  just  mentioned,  the  permission  of  the  Govern- 
ment must  be  obtained  and  an  issue-tax  of  not  less 
than  five  per  cent  must  be  paid  in  respect  of  the 
excess  issue. 

Banking  ana  Coinage  Svsieni. 

Although  there  was,  at  the  time  of  the  cession  o 
Formosa,  no  organised  system  of  monetary  circulation 
in  the  island,  yet  on  account  of  the  smallness  of 
transactions,  no  great  inconvenience  was  felt  in  the 
circulation  of  capital;  but  with  the  development  of 
industry  after  the  cession  was  recognised  the  necessity 
of  establishing  banks  as  organs  of  monetary  circulation, 
consequently,  in  1899  the  branch  offices  of  the  Thirty- 
fourth  Bank  of  Osaka  were  established  in  the  island, 
and  in  1897 — 99  the  Bank  of  Taiwan,  which  may  be 
called  the  central  bank  of  the  island,  came  into 
existence  and  was  followed  by  the  Taiwan  Savings 
Bank,  the  Kagi  Bank,  the  Shoka  Bank,  and  the  Taiwan 
Commercial  and  Industrial  Bank,  with  which  the  Taiwan 
Savings    Bank    was  amalgamated  in  August,    191 2. 

When  Formosa  became  a  Japanese  possession,  there 
came  into  circulation,  in  addition  to  the  already  com- 
plicated currency  in  use  from  former  times,  the  notes 
of  the  Bank  of  Japan,  the  silver  yen,  and  subsidiary 
coins,   so   that  the   coinage  system   of  the   island  fell 
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!c  into  the  wildest  confusion.         When  the 

••icil  in  Octol>cr,  iSt);,  in  Japan 

'.\i.  after  carclul  consideration  of 

the  old  usa];cs  of  the   island   and  its  trade  relations 

with   the    <  <1  to  allow  f«>r  the 

:ime  the  <  it      vcr  coins  calculated 

on  gold  botfts  and  to  establish  when  opportunity  offered 

\     rm  as  in  Japan  Pro|)cr;and  in  November 

'     year    the    first    ufficial    rale  of  exchantrc 

was  published. 

Thus,    the   coinajjc  system  ot   lormosa  was  iliai  ol 

;;uld  monometallism,  in  which  silver  currency  was  used 

as  substitute:  and  the  Bank  of  Taiwan  was  permitted 

to  issue  V  •  convertible  into  silver  jr«  by  I^w 

No.    38   \>:  „    '1  in  .-Xpril,    1S97,  but  the  frequent 

changes   in  the  official  price  of  the  silver  ytn,  added 

^' Ml  variety  of  the  l>ank-notes  in  circulation. 

I  I-  the  methods  of  calculation  in  business 

transactions   extremely    complicated,    but  also  tended 

to    foster    a    spirit   of  speculation;    and    the  evil  soon 

/rcw  to  such  an  entcnt  that,  in  1903.  it  was  considered 

no  lonf^er  possible  to  defer  the  reform  of  the  coinaj^ 

•    n.         Consequently,  as   a  temporary  measure  to 

ti' ' :    the  emergency,  an  Ordinance  was  promulgated 

in  June.    1904,   permitting;  the  issue  of  gold  notes  by 

in.  which  was  carried  into  effect  in 

ii         In  1906  the  bill  for  the  revision 

of  the  Bank  of  Taiwan  Law  was  brought  before  the 

Diet    in    i*  "on  and  ap|»rove<l;  and 

the    law  ,  u     I-ebniary,     and    the 

ordinance  of  1904  was  abolished  in  June  of  the  same  year. 

the  issue  of  gold  notes,  their  circulation 
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has  been  going  on  very  smoothly  and  has  proved 
most  convenient  in  all  transactions,  and  the  withdrawal 
of  silver  notes  from  circulation  has  made  marked 
progress  with  the  increase  in  the  circulation  of  gold 
notes.  Moreover,  it  appears  that  the  old  custom 
which  prevailed  among  the  islanders  of  hoarding  up 
their  gold  and  silver  is  gradually  disappearing  and 
deposits  in  banks  have  in  consequence  somewhat 
increased. 

Again,  by  the  revision  of  the  Coinage  Law  in  April, 
1906  and  March,  1907,  the  weight  of  pure  metal  in 
the  subsidiary  silver  coins  was  altered. 

By  an  ordinance  which  was  issued  in  October,  1908, 
the  importation  from  Japan  Proper  or  abroad  of  silver 
yen  and  foreign  silver  coins  exceeding  in  value  one 
hundred  yen  when  converted  into  Japanese  currency 
and  of  foreign  subsidiary  coins  and  unrefined  silver 
exceeding  three  yen  in  value  was  prohibited;  and  a 
similar  importation  of  silver  yen  and  foreign  silver 
coins,  the  aggregate  value  of  which  exceeds  one  hundred 
ven,  was  also  prohibited.  Further,  the  payment  of 
public  dues  in  silver  yen  which  had  been  permitted 
in  the  island  was  prohibited  by  Ordinance  No.  16  in 
the  same  month  of  the  same  year.  Up  to  April,  1908, 
the  Formosan  Government  exchanged  the  silver jj/t^/z  for 
gold;  by  Ordinance  No.  19  in  the  following  December, 
the  31st  of  that  month  was  proclaimed  to  be  the  last 
day  for  the  use  of  silver  notes;  and  by  Law  No.  i 
in  March,  1909,  the  31st  December  of  the  same  year 
was  fixed  upon  as  the  final  day  for  the  conversion  ot 
these  notes.  The  amount  of  silver  notes  still  in 
circulation     at    the    last-named    date    was     about  yen 
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]3.000  {t  2, ^$6);  and  the  bank  of  Taiwan  adjusted 
the  matter  on  that  day  by  dc  luctinjj  the  above  sum 
from  the  Bank-note  account. 

On  the  1st  April,  191 1,  the  Coinage  Law  came  into 
force  in  the  island:  and  as  stated  above,  an  Ordiiin  ■ 
was  promulgated  in  June,  1904.  permitting;  the  li  i 
of  Taiwan  to  issue  gold  notes.  Since  then  the  currency 
of  the  island  has  practically  been  on  the  Ixisis  of  >;ol«l 
monometallism;  and  thus  it  has  become  uniform  with 
the  system  in  force  in  japan  IVopcr. 


K  O  R  !•:  .\. 

The    present  coinage  system  oi   Korea  is  leased  on 

th'     Coinage   Regulations   (Imperial   Ordinance  No.  4, 

issued  under  the   former   Korean    Government 

'ilalions    were    modelled    on    the    gold 

^  I,  III   Proper,  no  inconvenience  was  felt  in 

regard  to  the  currency  when  the  annexation  took  place 

1910.  and  the  regulations  continue  for  the 

Ikt  in  force:  and  although  the  circulation  of 

the  existing  coins  it  not  prohibited,   they  are  being 

gradually  n    from    circulation   simultaneously 

with  the  <1  .!  Japanese  coins.       Further,  there 

are  stiU  in  circulation,   though  not  to  a  large  extent, 

old    coin*    which    have   been    in   circulation    from   old 
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times  in  Korea,  and  silver  and  copper  coins  issued 
under  old  regulations  prior  to  the  promulgation  of  the 
regulation  above  mentioned,  and  although  their  currency 
is  still  recognised,  they  are  being  gradually  exchanged 
and  withdrawn. 

Bank-notes. 

The  bank-note  system  first  came  into  existence  in 
Korea  with  the  issue  of  the  notes  by  the  Dai-ichi 
Ginko  in  1901.  The  former  Korean  Government 
recognised  their  unrestricted  use  in  public  and  private 
transactions.  They  were  of  six  denominations,  ten 
yen,  five  yen,  one  yen,  fifty  sen,  twenty  seii,  and  ten 
sen;  but  in  1905,  upon  the  adjustment  of  the  currency 
and  the  issue  of  new  subsidiary  silver  coins,  the 
former  Korean  Government  decided  not  to  issue  any 
more  notes  of  fifty  se7i  and  smaller  denominations. 
When  the  Bank  of  Korea  was  established  in  19 10, 
these  bank-notes  were  taken  over  by  that  bank;  and 
when  the  Bank  of  Chosen  came  into  existence  after 
the  annexation  in  August  of  the  same  year,  they  were 
taken  over  by  the  bank. 

The  following  are  the  main  points  connected  with 
the  notes  of  the  Bank  of  Chosen  :- 

The  bank-notes  issued  by  the  Bank  of  Chosen  are 
permitted  to  circulate  unrestrictedly  within  the  jurisdiction 
of  the  Government-General  of  Korea  and  are  exchange- 
able with  gold  coin  and  convertible  notes  issued  b)- 
the  Bank  of  Japan.  Against  their  issue  must  be 
provided  a  reserve  of  the  same  amount,  consisting  of 
gold    coin,    gold    and   silver   bullion,   and    convertible 


note*  oi  the  Bank  of  Japan;  stiver  bullion,  however. 
must  not  exceed  one  fourth  of  the  total  reserve. 

In       '  '  •     n    to   the  above,  bank-notes  to  the  value 
not   r  Yff*    30.000.000   (£    3.07J.826)    may    Ix- 

specially  iMued  on  the  security  uf  national  loan  l>onils 
and  other  reliat>lc  lx)n<ls  and  commercial  bills;  in  such 
ciae,  however,  an  issue  tax  must  be  |)aid  al  the  rate 
of  not  Ie«8  than  five  per  cent  \ycT  annum  on  the 
amount  so  issued. 


KWANTUNG  PROVINCH. 

(  urtrHiV   ami  fh-'^t'ts   of  ^Totif^lArs    C:'f  i  u.'ii/iou. 

i  iir  <  urrrrH  y  was  until  ial<i\  stiver,  wnun  w.i.s 
timpule«l  and  taken  at  the  current  price;  but  from 
November.  1909.  it  was  decided  to  take  gold  as  the 
standard.  Still,  the  use  of  silver  is  recoj^nized  as 
hitherto,  and  now  both  ^old  an^l  silver  arc  taken; 
and  accor  lingly.  in  the  transactions  in  the  principal 
--'  '-Ts   of   Manchuria    the    convertible    notes   of  thr 

of  japan  arc  largely  used. 

The    only    organs    of    monetar)'    circulation    were 

—  '    recently    ihr    Dairen    branch   and    Port    Arthur 

.    nf  the  Yokohama  Specie  Bank.  However. 

with    the   development   of  Dairen  City,  the  organs  of 

-^Mr>'   circulation   also   gradually   increased.         In 

ar)'.   1909  the  Scir)'u  li.ink  established  a  branch 
in  the  city,  followed   by   establishment   of  a    branch 
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there  by  the  Taishin  Bank  in  June  of  the  following 
year.  In  July  of  the  same  year,  the  Yokohama 
Specie  Bank,  with  the  object  of  aiding  in  the  development 
of  commerce  and  industry  in  Manchuria  in  accordance 
with  the  orders  of  the  Government,  began  to  make 
special  long-term  loans  at  low  interest.  All  these 
matters  served  to  promote  the  circulation  of  money 
in  every  direction. 
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